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EDITORIAL COMMENT 


KEEPING OUT OF WAR 


ITH the outbreak of war in 
Europe, our people are showing 
great concern as to how they can 

avoid hecoming involved in the strug- 
gle. The desire to avoid such entan- 
glement is practically universal; and if 
this desire could afford the necessary 
assurance, our aloofness from the strug- 
gle would be certain. 

Unfortunately, the mere wish to keep 
out of war does not of itself afford the 
desired assurance. Could the choice 
rest solely with the American people, 
they would keep out of this war. But 
the event may not be left to our determi- 
nation. The choice may be forced upon 
us. And, most likely in either of these 
two ways: first, by a series of attacks 
on American ships or on our citizens; 
second, by such a weakening of the re- 
sistance of France and Great Britain 
as would be regarded as a menace to 
the safety of our own shores. 

But, in considering these possibili- 
ties, it is also well to remember that the 
feeling against war, on the part of the 
American people, is stronger than ever 
before. We shall not be hurried into 
war, even by offenses that once would 
have brought that result. 

It is, also, well not to forget that 
there is a limit on our tolerance, and 
that this country will never submit to 
a threat to our own security or to that 


of other countries on the American 
Hemisphere. 

At this time, not without peril to the 
welfare of the United States, there is 
only one place for every patriotic 
American, and that is shoulder to 


shoulder beside Franklin D. Roosevelt. 


© 


THE BANKING AND FINANCIAL 
SITUATION 


G INCE the bank holiday of 1933, a 

gradual weeding out of the weaker 
banks has been going on, so that by 
this time very few of this kind remain. 
Besides, the Federal Deposit Insurance 
Corporation has shown by its record 
that it is amply able to reimburse losses 
to the depositors of the few banks fail- 
ing in recent years. The banks are, 
moreover, in a highly liquid position, 
with large actual cash on hand, and in 
the possession of securities that can be 
immediately converted into cash with- 
out a forced sale of security holdings. 

In short, the banks of the United 
States are in a position to meet all rea- 
sonable demands that may be made 
upon them, and there is no warrant 
whatever for unreasonable calls for 
liquidation of deposits. But, even if 
such should be made, the banks are 
well equipped to meet them. 

As to the financial situation in gen- 
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eral, it is supported by an immense 
stock of gold, by huge excess bank 
reserves, and by a lack of great specula- 
tive activity in the securities market. Al- 
though the public debt is large, it is 
not yet too great to be carried by the 
credit resources of the country, and the 
Treasury has at its command abundant 
powers of sustaining the market for its 
securities. 

Both as regards the banks and the 
Treasury, the grounds for present and 
continued confidence are ample. 


© 


REVIVING PRODUCTION AND 
TRADE 


OR some months the evidences of an 

increase in production and trade, 
bringing into view the long-looked-for 
prosperity, have been multiplying. The 
causes of this welcome change are of 
several kinds. In the first place, the 
people of this country are getting tired 
of the “inferiority complex” and the at- 
titude of defeatism. Obstacles in the 
path to prosperity? Yes, plenty of 
them. But, as Epictetus sagely ob- 
served, “Difficulties show what men 
are.” And the average American does 
not merely wring his hands and weep 
in the presence of difficulties, however 
great. He likes to have a go at them. 
The renewed confidence in his own pow- 
ers, and the fresh access of energy, must 
account, in part, for the evidences of 
increased activity. But there is another 
reason. It lies in the assertion of its 
own powers by the Congress of the 
United States, and the disposition of 
that body to scrutinize more closely 
than heretofore expenditures by the 
Government and the pursuit of policies 
inimical to the conduct of legitimate 
business undertakings. 

How our prosperity will be affected 
by the war in Europe, can only be 
known in the light of experience. Un- 
doubtedly, some lines of production 
and trade will be unfavorably hit, while 
others will receive fresh stimulus. Prob- 
ably it is safe to say that, for some time 
to come, the effect on our affairs will 
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be in the direction of adding to Ameri- 
can prosperity. That this addition 
should have come from the source in- 
dicated, is something affording little 
satisfaction. 

Wholly aside from war influences, 
there are many and gratifying indica- 
tions that we are on our way toward 
better times. 


© 


FOR MORAL REARMAMENT 


FTER having long advocated physi- 

“cal disarmament—and without suc- 
cess—many are now turning to what 
they call “moral rearmament” as offer- 
ing fresh hope to the world. 

THE BanKERS MAGAZINE, in its issu 
of March, 1921, in an article on “Dis- 
armament,” said: 


If physical disarmament cannot now b< 
approved with safety to our national in- 
terests, there is another kind of disarma- 
ment that ought to be begun with no mo- 
ment of delay and carried as speedily a: 
possible to the utmost limits—a disarma. 
ment of the mind and heart of man of the 
dark passions which are always and every- 
where chief among the causes which lead 
to war. 


This moral disarmament logically 
takes precedence over the physical dis- 
armament to follow. 

Additionally, the world would bene- 
fit enormously by what may be called 
economic disarmament, by a recogni- 
tion of the fact that raw materials and 
trade are not limited, and something to 
be fought over as hungry dogs fight for 
a bone, but that they are without any 
practicable limits, and offer abundant 
opportunities to all nations if they will 
but remove the barriers to a reasonably 
free access to them. 

Those who are now advocating moral 
rearmament are really seeking for some 
means by which people may live on the 
earth with the reasonable assurance of 
peace. Whether the realization of this 
laudable end depends more upon moral 
rearmament than economic disarma- 
ment, may be a debatable question, 
though both are highly desirable. 

Education, philosophy, religion have 
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all failed in discovering how men may 
live peaceably together. This failure 
applies to nations and to certain classes, 
but individuals, in their respective com- 
munities, get along with a minimum of 
friction. How to extend this among 


classes and nations, is the real problem. 


© 


BANKERS AS STUDENTS 
BANKERS quite recently have shown 


great eagerness to avail themselves 
of educational facilities which they have 
heretofore regarded with indifference. 
To say this is not to fail to take into 
account the readiness of the younger 
|ankers to avail themselves of the edu- 
cational opportunities afforded by the 
\merican Institute of Banking. But re- 
cent developments are of a different 
character. They disclose the bank offi- 
cer as hardly less eager to gain instruc- 
tion from special university courses, 
bankers’ educational conferences and 
other instructive sources. This changed 
aititude may be explained by the altered 
nature of banking itself, and perhaps 
even more by the new conditions with 
which the banker has to deal. What- 
ever the true explanation may be, the 
desire of the banker to learn all he can 
about his own business and its related 
problems, is a hopeful sign. 
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GOVERNMENT COMPETITION 
LAMENTATIONS over lost business 


by banks are no more availing— 
perhaps much less so—than are those 
of the disconsolate swain whose lady 
love has become deaf to his appeals. 

That the banks have lost business, 
which they now wish they had, is shown 
by speeches of bankers at their conven- 
tions and conferences. They do not 
deal in generalities, but specify the gov- 
ernmental or other agencies that are 
competing with them, and as they think 
unjustly. No argument is required to 
show that such competition, when 
backed by the Government, is unfair. 
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The banker has to take both safety and 
profit into consideration. No such pent- 
up Utica contracts the operations of 
Government. Its losses can be made 
good at the expense of the taxpayer. 

The only question of practical im- 
portance to the banks relates to their 
possible failure to take advantage of 
their now departed opportunities. It 
may be that had they been more alert 
the business that has passed to the vari- 
ous competing agencies would have been 
theirs. 

In the competition with the utilities, 
it has been the apparent purpose of the 
Government to show how much better 
this service can be rendered by public 
than by private enterprise—something 
still awaiting demonstration. 

While it may be that, in some of its 
intrusions into the banking field, it is 
the aim of the Government to prove 
laxity on the part of the banks, and to 
afford them a lesson, it cannot be sup- 
posed that the real aim is to substitute 
Government banking for that conducted 
by the existing institutions. It must be 
expected that, as business grows more 
normal, banking will be confined to the 


banks. 
© 


GOLD AS AN INTERNATIONAL 
STANDARD 


NDER existing disturbed worid con- 

ditions, the future of gold as an 
international standard of value belongs 
in the category of academic questions. 
Presumably, if the world finally returns 
to saner conditions the question may re- 
gain its practical importance. 

This subject is interestingly discussed 
in a recent number of The South. Afri- 
can Journal of Economics. Writing on 
“The Future of Gold Reconsidered,” the 
author, Professor J. N. Reedman of the 
University of Witwatersrand, says: 
“The failure of the international gold 
standard is largely the failure of inter- 
national codperation.” At present, it 
must be plain, the outlook for interna- 
tional codperation is not hopeful, to say 
the least. 

It is the author’s thesis, that if inter- 
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national trade is not to be reduced sub- 
stantially to a system of barter, which 
means a severe restriction in such trade, 
there must be some kind of asset or cash 
acceptable in the settlement of balances. 
So that the breakdown of the gold 
standard spells the decay of trade be- 
tween nations. On this point, Professor 
Reedman says: 


It is not conceivable that any country 
could contemplate reducing its international 
trade to nothing. Nevertheless, the break- 
down of the gold standard has been co- 
incident with the growth of a neo-mercan- 
tilism which has_ effectively restricted 
international trade. 


Mercantilism represented the policy 
of always getting the best of the other 


“VISIONARY” 


EXPERIENCE leads me to believe that 
many of the people who are most anx- 
ious to borrow money and who make 
the most noise about it, and who, if they 


are not satisfied at their own banks, 
are most likely to make vigorous ap- 
peals to Congress and other agencies of 
Government, are people who are vision- 
ary and impractical or inexperienced. 

It is no favor to a large number of 
these people to loan money freely. to 
those who are unbusinesslike, for the 
result is simply to get them in debt up 
to their necks, and they are never able 
to get out. They simply add to the 
long list of business failures and per- 
sonal bankruptcies. 

Every business man_ knows’ his 
toughest competition comes from an 
incompetent rival who does not know 
his costs. Subsidizing that kind of 
competition makes things harder for 
the business man who is doing a good 
job. 

The best favor you can do both to 
the borrower and the business com- 
munity is to compel the would-be bor- 
rower to submit his case to a thor- 
oughly experienced lending officer who 
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fellow, or as the author defines it, “an 
attempt to get the best of both worlds,” 
which is not regarded as possible. 

In a foot-note to this very interesting 
study, the author states that this coun- 
try has not yet learned the art of inter- 
national banking, but adds that the pres- 
ent is not a happy time for learning it. 

Another foot-note states that “the 
crude theory that a devaluation of the 
dollar would raise general prices in the 
same proportion, on which American 
authorities appear to have acted, was 
wrong.” 

The policy of our authorities in hold- 
ing gold against their liabilities is re- 
garded as an elementary function clear 
to every banker, representing suflicient 
liquid assets to meet deposit liabilities 


BORROWERS 


is trained in these matters, and who has 
the judgment to make loans in relation 
to the capacity of the borrower to repay 
the loan. The idea that the way to 
prosperity is to make it easy for people 
to get into debt does not stand the test 
of experience. — James H. Perkins. 
Chairman of the Board, The National 
City Bank of New York, in a statement 
before the Senate Committee on Bank- 
ing and Currency. 


THE IDLE FUNDS PROBLEM 


UnTIL the time comes when people are 
willing to risk their own money, the 
banks should not be criticized for their 
inability to find safe employment for 
the funds committed to their custody. 
The problem of idle bank deposits must 
be solved, not by men who desire to 
try their hand at a business financed 
solely by others, but rather by those 
who have demonstrated their business 
ability and who have a stake in the 
enterprise which is seeking additional 
credit.— William R. White, Superin- 
tendent of Banks, State of New York. 
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‘ioe AVERAGE DEPOSITOR 
does not object to paying for the 
service he gets, provided he gets 
the quality of service for which 
he is asked to pay. 


Thus service charges and com- 
pensating balances are definitely 
concerned with prompt and effi- 
cient collection of checks and 
other items. 


An account with this Bank is 
assurance that you are making 
available to your customers the 


best that modern banking facili- 
ties afford. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 
PHILADELPHIA, PA. 
Capital, Surplus and Undivided Profits 
$41,000,000 


Member of Federal Deposit Insurance Corporation 
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Determining 
A Primary Reserve Policy 


By Paut M. ATKINS 
Executive Vice-President 
Grant & Atkins, Inc., New York City 


HE primary reserve of a bank con- 

sists of its cash—currency in its 

own vault and deposits with other 
banks payable on demand. For the pur- 
poses of the present discussion, float, 
although frequently quite properly ex- 
cluded from these items for various, 
other computations, is added to them. 
The major portion of the float of most 
banks in this country becomes available 
within one or two days, and the losses 
experienced and delays encountered 
because checks on other banks are not 
paid when presented in the ordinary 
course of business are so few and small 
that they may be neglected when con- 
sidering general policies and procedures 
regarding primary reserve. 

The major objectives of the primary 
reserve are to enable a bank to pay its 
deposits on demand and to serve as a 
protection for the depositors. If liquidity 
and safety were the only two require- 
ments of bank assets, cash and deposits 
with other banks would be ideal for this 
purpose. It is necessary, however, for 
a bank to have earning power, and since 


intérest on demand deposits are forbid- 


den by law, the primary reserve is use- 
less from this standpoint. Cash, as 
such, then, is barren and not productive 
and hence a bank is compelled by eco- 
nomic circumstances to limit the amount 
of its funds which it holds in this form. 


There is a secondary objective sought 
by governmental authorities in certain 
. regulations which have been set regard- 
ing the cash resources of banks. By 
law, banks are required to have a cer- 
tain amount of cash. In the case of Fed- 
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eral Reserve member banks this re- 
quired cash can consist only of deposits 
with a Federal Reserve bank, the 
amount being computed as a_per- 
centage of deposits. One object is 
the protection of deposits in liquida 
tion and to provide a_ certai 
limited degree of liquidity for banks 
but another and more important goa 
is the maintenance of a degree of con 
trol by governmental authorities ove: 
the extension of bank credit. That thi: 
is no idle gesture. is illustrated by cer 
tain requirements of the Board of Gov 
ernors of the Federal Reserve System 
referred to more in detail later. 

In the case of national banks ani 
state banks, members of the Federal Re- 
serve System, the legal reserve is deter- 
mined by the Board of Governors of the 
Federal Reserve System. In the case of 
other banks, they are regulated by the 
state banking authorities. In all in- 
stances, the amount of the legal reserve 
is set as a certain percentage of demand 
and of time deposits, the actual amount 
of the reserve varying with the rise and 
fall in deposits. For Federal Reserve 
member banks, the percentage of the 
reserve for demand deposits depends on 
the classification of the bank—central 
reserve, reserve. or country. State re- 
quirements for legal reserves vary, but, 
in general, are not far different from 
those established for the Federal Re- 
serve member banks. In all instances, 
banks have no discretion in regard to 
the control of their legal reserves; in 
this respect they must conform to the 


regulations set by Government author- 
ities. 
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Determination of Size 


The major problem concerning the 
primary reserve which confronts the 
management of a bank is the determina- 
tion of the size of the primary reserve. 
In seeking an answer to this question, 
it is necessary to consider the results 
of the analyses of the present position 
and past history of the bank, more es- 
pecially of its deposits. These studies 
show the distribution of the deposits 
among demand and time, and particu- 
larly the amount of the temporary de- 
yosits. Furthermore, the analysis of the 
ebb and flow of funds indicates past ex- 
yerience with these deposits, their stabil- 
ity, rapidity of fluctuation and_ the 
correlation which has existed between 
their changes and the ebb and flow of 
the primary reserve. These facts, to- 
vether with a forecast of the future are 
the basis of the control of the primary 
reserve, for the major objective of this 
reserve is to protect the deposits by 
making possible their repayment at the 
request of the depositor. 


Influence of Temporary Deposits 


In discussing the analysis of deposits 
[in previous chapter of the book] it was 
pointed out that varying proportions of 
both demand and time deposits are 
temporary in character and for this 
reason present a distinct and sometimes 


difficult problem for the banker. If, as 
in some few cases, they are a dominant 
factor in the operation of the bank the 
manner in which the primary reserve is 
developed to meet the situations which 
they present must be worked out with 
especial care, attention being given to 
the exact dates on which withdrawals 
are expected, both to have sufficient 
cash on hand to make the payments due 
and also to have sufficient cash to meet 
other cash requirements. In fact, it may 
be necessary in some instances to pre- 
pare daily estimates of probable cash 
requirements and the sources from 
which cash is expected or can be ob- 
tained as an aid to the control of this 
problem. A suggested analysis for this 
purpose is presented later, after other 
factors have been discussed. 


In general, however, it will be suffi- 
cient from the standpoint of the man- 
agement of the primary reserve if the 
policy is established of maintaining a 
certain percentage of the computed tem- 
porary reserves in the form of cash. It 
is hazardous to indicate specific per- 
centages unless the actual facts regard- 
ing a particular bank are known. 
Simply as a general indicator which 
may be radically altered to suit the 
needs of an individual bank, it is sug- 
gested that 50 per cent of temporary 
deposits whose maturity is not definitely 
known should be kept in the primary 
reserve, and the remainder of these de- 
posits covered by highly liquid assets 
such as bankers’ acceptances, commer- 
cial paper, etc. It is essential to recom- 
pute the amount of the temporary 
deposits frequently, probably at least 
once a week, for temporary deposits 
may be either received or paid off at 
any time, thus shifting the total held 
by the bank. 


Working Balances of Cash 


Finally, it is necessary for every bank 
to have certain working cash balances. 
The amount of these working balances 
is also dependent in large measure 
upon the volume of deposits held. In 
computing such balances, the amount of 


The accompanying article is 
the second in a series of ‘‘pre- 
views’? of a new book on bank 
secondary reserve and invest- 
ment management, written by 
Dr. Atkins and soon to be pub- 
lished by The Bankers Publish- 
ing Company. 

Dr. Atkins is a well-known 
economist and bank consultant, 
and author of the book ‘‘Bank 
Secondary Reserve and Invest- 
ment Policies.’’ He organized 
the office of, and was for five 
years the Special Liquidator of 
Securities for the Comptroller of 
the Currency. 
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the temporary deposits may be deducted 
from the total deposits since they have 
already received appropriate considera- 
tion. 

The ratio of the working balances to 
deposits is dependent on several factors. 
In the first place, it should be increased 
as deposits increase, particularly when 
this growth is accompanied by an in- 
creased business activity. In the second 
place, it is dependent on the size and 
liquidity of the secondary reserve which, 
in turn, depends in part on the size of 
working balance in the primary reserve. 
It is evident, therefore, that policies for 
these two reserves must be worked out 
together. In general, it may be said 
that working balances of between 5 and 
10 per cent. of the total deposits, under 
conditions that may be regarded as nor- 
mal, are adequate. It may be noted 
that the ratio is suggested as one to total 
deposits and not different ratios for de- 
mand and time deposits. This is done 
because time deposits are customarily 
paid on demand, as are demand de- 
posits. 

As in the case of the suggestion of a 
percentage of temporary deposits to be 
kept in cash, it is rather .hazardous to 
indicate a percentage requirement for 
working balances. The 5 or 10 per cent 
noted should be modified to meet the 
needs of the individual bank at a given 
time. To those to whom these percent- 
ages may appear low, it should be re- 
called that it has been suggested that 
the most volatile part of the deposits 
—the temporary deposits—be covered 
by a 50 per cent cash reserve and that 
the remainder should be invested in 
highly liquid assets. 


Basis for Computing Primary Reserve 


As a basis for computing the amount 
of the primary reserve desired, the fol- 
lowing tabular analysis is useful. 

The action to be taken when the 
amount of the excess or deficiency of 
the primary reserve is ascertained is be- 
yond the scope of this chapter. It will 
depend largely on the amount of the 
excess or deficiency. If there is an ex- 
cess, action may be postponed at the 
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CompruTATION OF Primary REsERVE 


Total deposits 
Demand deposits 
Time deposits 
Temporary deposits 


Legal reserve 

Demand deposits .... 

Time deposits 
Temporary deposits reserve .... 
Working balance reserve 


Total primary reserve needed. 
Actual primary reserve 


Excess or deficiency of primary 
reserve 


discretion of the management of the 
bank, for at the worst excess reserves 
do not represent a danger to the safety 
of the bank but only a loss of earning 
power. Furthermore, large excess re- 
serves are likely to come at a time when 
interest rates, especially in short-term 
paper which is most suitable for the 
investment of excess reserves not large 
in amount or not available for additions 
to the investment account of the bank. 
are generally low. If there is a de- 
ficiency, action becomes more necessary. 
However, if the deficiency is small, not 
in excess of 5 per cent of the total de- 
posits—in other words, if the working 
balance is not less than 5 per cent of 
total deposits—and if additional cash is 
definitely within sight in the course of 
a few days, nothing, perhaps, need be 
done. If the deficiency is greater, it is 
essential to consider ways and means of 
increasing the primary reserve. If the - 
bank has a satisfactory secondary re- 
serve, the problem is not a serious one; 
if it has not, then the management may 
find that it has the beginning of a dif- 
ficult situation on its hands. 


Sources of Cash 


Emphasis has already been placed 
upon the study of deposits and their 
probable trend as a major factor in the 
control of the primary reserve. It is 
equally necessary to consider the prob- 


able source of cash funds. In general, 
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Old Republic 
has pioneered in 
adapting Credit 
Life Insurance 
to banks with 
Personal Loan 
Departments. 


Or REPUBLIC has just brought out a 
unique brochure explaining its simple, practical plan of Credit Life In- 
surance as used by hundreds of commercial banks with Personal Loan 
Departments— banks of all sizes in all types of communities in 2g states 


from New York to California. The brochure also contains examples of 
the few simple forms that make the plan almost automatic in operation. 
A copy of this brochure will be sent to any bank-officer upon request. 
Address N. A. Nelson, Jr., General Manager, Old Republic Credit 
Life Insurance Company, 309 West Jackson Boulevard, Chicago, III. 
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TEMPORARY DEPOSIT ANALYSIS SHEET A 


(month) 








Description of 
Temporary Deposit 


























Ficure I 


the major sources are the maturing of 
non-local earning assets and deposits 
made in the form of cash. Knowing 
what the non-local earning assets are, 
it is easy to compute the amount of 
cash and the time of its receipt from 
this source. A study of the ebb and 
flow of funds will aid in precasting the 
volume of cash which may be antici- 
pated from deposits. 


Analysis of Temporary Deposit 
Requirements 


The temporary deposits are the lia- 
bilities which are likely to be the major 
source of trouble for the primary re- 
serve of a bank, and a study of means 
for their control may be appropriate at 


this point. It has been suggested that 
a substantial proportion of these de- 
posits be covered by cash at all times. 
This percentage should certainly be 
higher than the legal reserve require- 
ments for demand deposits. It may be 
considered as inclusive of, and not in 
addition to, the legal requirements. 
When temporary deposits are with- 
drawn, they not only reduce the amount 
of the’ primary reserve, but they also 
cut down the amount of the required 
legal reserve which it had previously 
been necessary to maintain for their 
protection. It is for this reason that 
it is suggested that the percentage car- 
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ried in the primary reserve be consid- 
ered as including the legal reserve as 
well. 

It was noted earlier in this chapter 
that, in extreme cases, it might be de- 
sirable to make day by. day analyses 
of the primary reserve. requirements 
made necessary by the presence of large 
amounts of temporary deposits. Obvi- 
ously, since the exact amount of the 
temporary deposits cannot be known 
definitely, the figures can, at best, be 
only approximations. If such approxi- 
mations are made carefully and on the 
basis of all data obtainable, they can be 
of great help in dealing with this prob- 
lem which, at best, is not an easy one. 

In order to do this, four analysis 
sheets are needed. On the first, a rec- 
ord is to be made of all temporary de- 
posits, as they are received, whose date 
of payment is known or can be esti- 
mated with considerable accuracy (see 
Figure I). 


Analysis Sheet A 


This temporary deposit analysis sheet 
is a number-column sheet, one sheet 
for each month, with the working days 
of the month entered at the heads of 
the columns. The description of the 
deposit, or the name of the depositor, 
should be entered in the column at the 
left and a reference number given this 
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deposit. As many sheets for a given 
month may be used as necessary. Each 
day a pencil total should be made of 
each column so that the amount of the 
temporary deposits becoming payable 
daily may be known every day. If any 
deposits are paid before the expected 
date, they should be deducted in the 
column for that date as soon as pay- 
ment is made. If probable repayment 
is postponed, the amount of the deposit 
should be deducted in the column in 
which it was first entered and posted in 
the column for the revised date. The 
reference number can be used to facili- 
tate these postings. From this sheet 
it is possible at any time to ascertain 
the probable future withdrawals of tem- 
porary deposits whose payment dates 
are known or can be computed in ad- 
vance. 


Analysis Sheet B 


In order to follow up on deposits 
which are believed to be temporary but 
the date of whose probable repayment 
is unknown, Temporary Deposit Analy- 
sis Sheet B, similar to that illustrated 
in Figure II, may be used. One of 


these is required for each day. In gen- 
eral form it is like a ledger sheet. On 


the right-hand side should be posted a 
record of this type of deposit. On the 
left-hand side should be entered a rec- 
ord of all such deposits paid. A bal- 
ance should be obtained at the end of 
each day and carried forward to a new 
sheet for the next day. 

Before the final analysis of the dail) 
cash requirements necessitated by the 
presence of temporary deposits is com- 
pleted, it is essential to analyze prob- 
able cash receipts from known sources. 
This includes the cash to be obtained 
from the maturing of bankers’ accept- 
ances, commercial paper, notes, war- 
rants, called bonds, other bonds of all 
kinds where due date comes within a 
few weeks. It should not include mort- 
gages unless it is definitely known that 
they are to be paid off in cash, nor local 
loans and discounts, because they are 
usually paid by a reduction in demand 
deposits and not by the transfer of cash 
to the bank. 

The Analysis of Probable Cash Re- 
ceipts form to be used in such an analy- 
sis is so similar to that shown in Fig- 
ure I (Temporary Deposit Analysis 
Sheet A) that it does not require repeti- 
tion here. The same type of analysis 
of probable cash receipts from these 
sources should be made—items added as 


TEMPORARY DEPOSIT ANALYSIS SHEET B 


Deposits Paid 


Deposits Received 


Deposits Paid 


Balance Forward 


Ficvure II 
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it appears that cash will be obtained 
from them on a given date, and de- 


ducted if they should be liquidated be- | 


fore maturity. 


(Note: In the continuation of this ar- 
ticle, which will appear in the next issue 
of Tue Bankers Macazine, Dr. Atkins 
presents another form—the Primary Re- 
serve Requirement Sheet—and continues his 
explanation of the proper use of these rec- 
ords. He also discusses legal reserve re- 
quirements, and suggests a statement of 
policy for primary reserves which may be 
adopted by a bank’s board of directors for 
the guidance of the bank’s management. 
Additional portions of Dr. Atkins’ coming 


book will be printed in the following issues 
of this magazine. Chapters of his book will 
be devoted to: Analysis of the Balance 
Sheet Position of a Bank, Analysis of the 
Income Position of a Bank, Analysis of the 
Past History of a Bank, Evaluation of Se- 
curities, Evaluation of U. S. Government 
Securities, Evaluation of Tax Exempt Se- 
curities, Evaluation of Railroad Securities, 
Evaluation of Public Utility Securities, 
Evaluation of Industrial Securities, Eco- 
nomic, Business and Political Factors, 
Sources of Economic Information, Primary 
Reserve Policies, Secondary Reserve Policies 
and Programs, Investment Account Policies 
and Programs, Purchase and Sale of Secu- 
rities, Accounting Records for Bank Hold- 
ings of Securities, etc.) 


INFLATION IN GOVERNMENT BONDS 


Many financial experts have been puz- 
zled by the fact that, in the face of 
long and heavy deficits in the public 
budget and the enormous expansion in 
bank deposits due to the large issue of 
Government securities, there has not oc- 
curred the evidences of inflation they 
expected. But, as recently pointed out 
in the New York Herald Tribune there 
has taken place a high degree of infla- 
tion in the price of United States bonds. 
Replying to a correspondent who asked, 
“Where is the inflation against which 
the country has so frequently been 
warned,” this statement is made: 


The answer is that it is in the market 
for high-grade bonds—and particularly in 
the government-bond market. For almost 
a decade government bonds have been 
rising in this country, and in the last two 
years this rise has carried them to the 
greatest heights in the history of the 
world’s financial markets. It is no ex- 
aggeration to say that whatever the im- 
plications may be, the market for govern- 
ment bonds is today fairly comparable to 
the bull market for stocks ten years ago. 
Before the bull market of the ’20s it was 
a standard rule-of-thumb that a _ stock 
should sell at somewhere around ten or 
twelve times its earnings. But in the great 
bull market many stocks rose to levels at 
which they were selling at twenty and 
thirty times their earnings. Much the same 
thing has now. happened in respect to gov- 
ernment bonds. During the mid-’20s 4 per 
cent was regarded as a normal yield for 
long-term government bonds: today * the 
rate is 2} per cent. (In other words, 
where such securities were expected to 
sell at twenty-five times their yield in nor- 
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mal times, today they sell at forty times 
their ‘yield. But that is only half the story. 
In the days when “governments” were sell- 
ing to yield 4 per cent the Federal budget 
was in balance and the debt was being 
steadily reduced; today, when they are 
selling at forty times their yield, the budget 
is in the most deplorable condition in his- 
tory and is showing, if anything, progres- 
sive deterioration. When allowance is made 
for the budgetary position it is clear that, 
measured by standards of the past, gov- 
ernment bonds today are selling at fantastic 
prices. 

Because the first post-war inflation—that 
of 1919-’20—manifested itself in commodity 
prices, many persons were lulled into a false 
sense of security in the late ’20s. They 
noted that commodity prices were steady 
during the years 1926-29, hence they as- 
sumed that no “inflation” existed. We 
know now, of course, that all that hap- 
pened was that the inflation of 1926-29 
appeared in a different economic area, ex- 
pressing itself in real estate and stock 
market booms of unprecedented propor- 
tions. Today we have no commodity-price 
inflation, no real estate inflation, and little 
or no inflation in equity securities. But 
that does not mean that the huge amount 
of credit that has been created these last 
few years has not found an outlet. Lack 
of confidence has prevented it from ex- 
pressing itself in the traditional directions, 
but this same lack of confidence has driven 
it in prodigious amounts into government 
and other high-grade securities. 

The most naive and dangerous of illu- 
sions is the widely held one that “there 
hasn’t been any inflation yet.” 


To what extent have the banks con- 
tributed to this inflation, and to what 
extent they may prove the victims of 
it—these are interesting questions. 
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A 1940 Possibility - - 
CAPITAL CREDIT BANKS 


By A. Puitip WooLrson 


ORE important than the interna- 
i tional situation as a business 
deterrent since 1929 has been 
the effect on private investment of the 
capital losses of individuals resulting 
from bank failures and security depre- 
ciation since 1929. This influence has 
been felt particularly by our middle 
lass and has been reflected in a de- 
‘ided loss in the spirit of business 
enterprise. The existence of a volume 
of outstanding bank deposits in excess 
of the 1929 volume might seem to in- 
dicate that the supply of enterprise capi- 
tal existing in the form of bank de- 
posits in the hands of the public is as 
ample today as it was in 1929. If, 
however, due allowance were made for 
the large volume of deposits resulting 
from the flight of foreign capital to our 
markets, for the volume of deposits held 
by our 200 leading business corpora- 
tions, and the volume of deposits held 
by large insurance companies, invest- 
ment companies and other financial in- 
stitutions, the data would indicate that 
the proportion of commercial bank de- 
posits owned by the small and medium- 
sized business firms is substantially less 
than in 1929. It is no accident there- 
fore that it is from this group that there 
has emanated the insistent demand for 
more liberal commercial bank lending 
policies and for the establishment of a 
capital credit banking system. 

It is of course not the function of the 
commercial banking system to provide 
risk capital for enterprisers any more 
than for speculators in commodities or 
securities. The failure of the Federal 
Reserve banks and the Reconstruction 
Finance Corporation to meet the prob- 
lem of industry’s risk capital require- 


THE BANKERS MAGAZINE for October, 1939 


ments has been taken by some to indi- 
cate that there is no need for the estab- 
lishment of a capital credit banking 
system. Thus it has been pointed out 
that since June, 1934, when the Federal 
Reserve banks were given the power to 
extend credit to established businesses 
for working capital, less than ten thou- 
sand applications were received and 
less than three thousand were approved 
for an amount of under 200 million 
dollars. Nor has the experience of the 
RFC been any more favorable. The 
results to date would accordingly seem 
to indicate that the existing organiza- 
tions and the application of commercial 
banking standards have prevented the 
satisfaction of the requirements of small 
and medium sized business firms for 
the risk capital which they require for 
plant expansion. A logical next step 
would therefore be the establishment of 
a capital credit bank system which, by 
meeting the demands for risk capital, 
would serve as an effective catalytic 
agent to bring together investors who 
are at present hoarding their deposits 
and who would be willing to invest in 
government guaranteed obligations, and 
borrowers who would employ such 
funds for productive purposes. 


Extent of Demand 


How large the requirements for risk 
capital for industrial enterprises a capi- 
tal credit banking system may have to 
meet could only be determined if a 
census of all manufacturing corpora- 
tions were undertaken. The SEC is 
currently reported to be making a study 
of the capital and credit requirements 
of small and medium sized business con- 
cerns. How important a factor in our 
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economy such establishments are is in- 
dicated by Treasury income tax returns. 
The Treasury statistics for 1936 indi- 
cate that companies having assets of 
less than one million dollars number 
78,857 or almost 94 per cent of the 
total number of manufacturing corpora- 
tions in the United States. The fact that 
many of these corporations may have 
credit standing at the banks or have 
lines of credit outstanding that they are 
using only partially does not place such 
firms outside the group of those that 
may require so-called risk capital. It 
is particularly this group, representing 
the overwhelming proportion of manu- 
facturing concerns, that the existing in- 
vestment banking machinery does not 
satisfy, whether it is because of regis- 
tration and other expenses under SEC 
regulations, or because of the difficulty 
of distributing such securities, or be- 
cause of the absence of a listed ex- 
change for such issues. It is entirely 
conceivable that, were the risk capital 
requirements of this important section 
of American industry adequately satis- 
fied, the improvement in employment, 
business activity, and tax receipts 
would more than compensate for the 
losses to be anticipated from this fiel@ 
of financial operations. 


SEC Analyses 


A study made last year by Lawrence 
C. Vass, chief of SEC’s Investment 


*‘A soundly organized capital 
credit banking system, under 
capable management, and with 
its sphere of operations care- 
fully defined, need not con- 
tribute to further budgetary 
deficits, but through its stimu- 
lating effect on private enter- 
prise may add appreciably to the 
revival of private investment 
and to a restoration of the na- 
tional income,’’ says Dr. Woolf- 
son, New York attorney, econo- 
mist, and a frequent contributor 
to THE BANKERS . MAGA- 
ZINE. . 


Banking section, illustrates the close 
attention that the Administration is giv- 
ing to developing means to satisfy the 
capital requirements of small business 
firms. Mr. Vass’ analysis brought out 
the following points: 

(1) Small business was not getting 
the credit it wanted. 

(2) The problem of financing for 
small business today is its inability to 
raise junior debt and equity capital. 

(3) Between July, 1933, and Sep- 
tember, 1936, SEC received 483 security 
registration statements from small com- 
panies. Their average requirement was 
$565,000 apiece. In only one of four 
cases was more than 50 per cent of the 
amount registered actually sold. 

(4) The banker can afford to charge 
but 2 or 3 per cent on the sale of i 
ten or twenty million dollar issue, while 
he must charge say 8 per cent or 10 
per cent on an issue of $500,000 o: 
$1,000,000. 

(5) The well-being of our econom) 
cannot be divorced from the well-being 
and prosperity of the small and medium- 
sized corporations. 

Compare also the statements made ii: 
March last year to the Investment 
Bankers Association by John W. Hanes. 
at that time a SEC commissioner. Mr. 
Hanes, in his discussion, brought out 
the following: 

(1) For the period 1935-37 invest- 
ment bankers avoided new financing 
and restricted themselves almost entirely 
to refunding issues which were clearly 
salable and which involved little or 
practically no risk. 

(2) Investment bankers have avoided 
the more burdensome risk-taking which 
is associated with the newer and smaller 
companies, the type of financing which 
is essential to a continuance of indus- 
trial progress and prosperity. 

(3) Someone must take risks as part 
of our mechanism of financing industry. 

(4) Investment bankers are not doing 
the job they used to do. “Since the 
job cannot be left undone, and since 
the job is yours, it is up to you to start 
thinking of possible remedies. Maybe 
the answer lies in changes in existing 
machinery, maybe it lies in the addition 
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of new governmental or semi-govern- 
mental agencies to assist existing bank- 
ing and distributing organizations to do 
the job which is really theirs.” 


Proposed Capital Credit Banking 
System 


In the last session of Congress a bill 
providing for the establishment of a 
capital credit banking system was in- 
troduced by Congressman Hill of Ala- 
hama, but apparently was not given 
great consideration. The failure to 
enact the Administration’s $3,600 mil- 
lion works financing program at the 
close of the session and the continued 
failure of the investment bankers to 
cope with the problem of risk capital 
requirements of small and medium 
sized business concerns, increase the 
possibility that the attention of Con- 
eressional leaders in the next session of 
Congress will be more actively directed 
to some such program as that proposed 
hy the Hon. Mr. Hill. 

Congressman Hill’s bill provides for 
the creation of a “Federal Business 
Finance Corporation,” authorized to 
make loans to business enterprises and 
to purchase from them their securities 
and obligations, which may include 
debentures and capital notes, and pre- 
ferred stock, when in its opinion the 
applicant is solvent and repayment or 
retirement by the applicant of the pro- 
posed financial aid may reasonably be 
expected on the basis of prospective 
earnings, and when in its opinion a 
market for the products or services of 
the applicant and the success of the en- 
terprise may reasonably be expected. 
Aggregate amount of loans to any one 
business enterprise couldn’t exceed at 
any one time one million dollars. 

The Corporation would be authorized 
to establish regional offices; to issue 
and to have outstanding at any one time 
in an amount aggregating not more than 
five times its subscribed and outstand- 
ing capital, its notes or debentures, such 
obligations to be fully and uncondition- 
ally guaranteed both as to interest and 
principal by the Government. The Sec- 
retary of the Treasury and the RFC 
would be authorized to purchase any 
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‘‘A limited capital credit 
banking system need not involve 
any extension of Government 
control over private business or 
over private investment. The 
establishment of capital credit 
banks under the plan proposed 
by Congressman Hill merely in- 
volves an attempt to fill a 
vacuum in the investment field 
created by the inability of the 
existing commercial banking 


system and the existing invest- 
ment banking system to under- 
take the risks of supplying 
enterprise capital to business 
establishments whose require- 
ments are beyond the normal 
limits of existing machinery.’’ 


obligations of the Corporation; obliga- 
tions would be exempt both as to prin- 
cipal and interest from all taxation (ex- 
cept surtaxes, estate, inheritance, and 
gift taxes). 


Berle Proposals 


A more ambitious capital credit bank- 
ing program has been suggested by 
A. A. Berle, Jr., Assistant Secretary of 
State, at the hearings before the Tem- 
porary National Economic Committee. 
The Berle proposals are considerably 
wider in scope than those proposed by 
Congressman Hill. For Dr. Berle would 
have the capital credit banks provide 
not only for the requirements of private 
business, but also for “quasi-public” 
enterprises, such as low-cost housing, 
bridges, etc., and enterprises for public 
use, such as hospitals, courthouses, 
health centers, etc. The Berle plan en- 
visions the possibility of charging only 
nominal interest rates for non-commer- 
cial enterprises, while for a commercial 
enterprise 4 or even 5 per cent might 
be a reasonable charge. 

Three alternative forms of organiza- 
tion for the system of capital credit 
banks are suggested by Dr. Berle: 
(1) Created as a division of existing 
commercial banks (Berle doubts that 
this could be satisfactorily accom- 
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plished) ; (2) created as a new national 
or regional system; (3) created dividing 
the various capital banks functionally, 
as capital credit banks primarily inter- 
ested in transportation; others primar- 
ily in particular lines of manufacture; 
others particularly for the purpose of 
meeting quasi-public and public needs. 

Whatever the form of organization, 
such a capital credit banking system is 
to be an essentially non-profit one. 
“There is no reason now,” says Berle, 
“for assuming that a stockholder’s profit 
is somehow essential to run an effective 
financial institution. . . . There is no 
more valid reason why a bank should 
make an unlimited profit for creating 
and applying currency than there is why 
taxes should be farmed out to the high- 
est bidder, and tax collectors allowed 
to make a profit on their collection. 
. . . The theory that a bank must ‘make 
a profit’ today has ceased to be valid, 
except in an extremely limited sense.” 

The proposal for the establishment of 
a system of capital credit banks will 
inevitably meet criticism from two im- 
portant quarters, namely, from those 
who fear that such a system must in- 
volve continued large budgetary deficits 
and corresponding increases in the pub- 
lic debt, and from those who fear that 
such a system portends a wide extension 
of the field of Government control over 
private business. While such fears may 
be mistaken, they exist, and should be 
carefully considered. 


Capital Credit Bank Effects 


It is generally appreciated that we 
have not reached the limit of our debt- 
bearing power. But we do seem to have 
reached a point where the piling up of 
public deficits is creating considerable 
uneasiness, and where the uncertainty 
of future deficits may be a real deter- 
rent to private capital outlays. A 
soundly organized capital credit bank- 
ing system, however, under capable 
management, and with its sphere of op- 
erations carefully defined, need not con- 
tribute to further budgetary deficits, but 
through its stimulating effect on private 
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enterprise may add appreciably to the 
revival of private investment and to a 
restoration of the national income. Such 
a system of capital credit banking, how- 
ever, should be more like that suggested 
by Congressman Hill than the one pro- 
posed by Dr. Berle, for the Berle pro- 
gram has the disadvantage of trying to 
cover too much ground, and to under- 
rate the excellent services that can be 
performed by the existing investment 
banking machinery. 


More serious probably is the acute 
fear in investment circles that a capital 
credit banking system must necessarily 
involve increasing Government contro! 
of private investment and private busi 
ness operations. The development of 
Government controls over private in 
vestment in both the totalitarian an 
democratic nations on the Continent has 
raised real fears of the spread of au- 
thoritarian controls over private invest- 
ment in the United States if business 
continues subnormal for any length of 
time in the future. Here again the Berle 
program contributes to uncertainty be- 
cause of the prevalent feeling that Dr. 
Berle favors increased Government con- 
trol over the flow of investment funds 
and an increase in the scope of Govern- 
ment business operations. 

Nevertheless, a limited capital credit 
banking system need not involve any 
extension of Government control over 
private buisness or over private invest- 
ment. The establishment of capital 
credit banks under the plan proposed 
by Congressman Hill merely involves 
an attempt to fill a vacuum in the in- 
vestment field created by the inability 
of the existing commercial banking sys- 
tem and the existing investment banking 
system to undertake the risks of supply- 
ing enterprise capital to business estab- 
lishments whose requirements are be- 
yond the normal limits of existing 
machinery. However, such a system of 
capital credit banks cannot function suc- 
cessfully unless it has the full codpera- 
tion of commercial and _ investment 
bankers who would be willing to con- 
tribute to the Government their experi- 
ence and training in aiding in the direc- 
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tion of the flow of capital to desirable 
borrowers. 


Other Possibilities 


It may be that some other program 
than the establishment of a capital 
credit banking system may be worked 
out to satisfy the risk capital require- 
ments of the small and medium sized 
business concerns. Thus it may be that 
investment bankers may be encouraged 
actively to participate in this field of 
financial activity by legislation that 
would enable investment bankers to bor- 
row from or resell to some organization 
like the Reconstruction Finance Cor- 
poration those issues or parts of issues 
which the investment bankers are unable 
to distribute to investors within a 
reasonable period from the date of is- 
sue. Or some form of Government guar- 
antee against loss to the investment 
bankers on the sale of such small issues 
may be worked out, as in the case of 
commercial loans for working capital 
purposes under the Reconstruction Fi- 
aance Corporation. 

There is a possibility, considered to 
be remote in Administration circles, 
that the recent expression of independ- 
ence by Congress in discarding the pro- 
posal for self-liquidating projects will 
result in a marked increase in new cor- 
porate financing in the relatively near 
future with its accompanying favorable 
repercussions on the general level of 
industrial activity and employment. 
Such a consummation is devoutly to be 
desired, even in Administration circles. 
If, however, business continues sub- 
normal and unemployment continues 
without marked improvement, it would 
be logical to expect that the Administra- 
tion will not sit idly by, but will give 
more serious consideration to the estab- 
lishment of a capital credit banking 
system in the attempt to bring hoarded 
funds back to active circulation. It is 
to be hoped that in that event commer- 
cial bankers and investment bankers 
will codperate actively with the Admin- 
istration in working out a sound capital 
credit banking structure that will help 
the country move forward to a period 
of lasting prosperity for all. 
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Because of entirely new principles 
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Speeding Up 


Personal Lean Operations 


By G. F. Fotey 


Assistant Vice-President, 
The Denver National Bank, Denver, Colorado 


F ever-increasing importance, as 
QO any personal loan department 
grows, is the problem of speeding 
up window work, sorting and posting 
of payment tickets, and the many other 
phases of personal loan operation. 
This is more readily appreciated 
when we realize that for every thou- 
sand loans outstanding, considering that 
probably half of them are paid off semi- 
monthly, the personal loan department 
must receive, sort, post, and file an 
average of sixty or more payments per 
working day. The window work alone, 
under the usual systems of receiving 
payments, involves such work as: enter- 
ing date, teller’s initials, amount of pay- 
ment, subtracting this from balance due, 
and noting the new balance due in the 
customer’s record book for each pay- 
ment received. Then, there is the prob- 
lem of later sorting, posting and filing 
these payment tickets. All of this, of 
course, is in addition to the personnel 
required for receiving applications, 
making credit investigations, handling 
overdue payment notices, and the many 
other phases of work in connection with 
personal loans. Every single operation 
takes time, and adds greatly to what 
is already one of the largest items of 
cost in the department—that of salaries. 
It is not so much of a problem in a 
small department, of course, but as the 
number of loans on the books in- 
creases, it becomes readily apparent 
that the most efficient possible operat- 
ing system must be utilized if profits 
from this department are not to be 
greatly diminished by additions to per- 
sonnel. 
As our personal loan department, at 
The Denver National Bank, began to 
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show an extremely healthy growth, we 
sought a method that would accomplish 
these things: (1) speed up the receipt 
of payments at the windows; (2) speed 
up the sorting of payment tickets pre- 
liminary to posting; (3) speed up the 
posting of payments; (4) speed up the 
filing of payment tickets after posting: 
(5) conserve filing space; (6) elimi- 
nate in so far as possible the misfiling 
of ledger cards; (7) aid in proper au- 
diting and control. 

In our department, as is undoubt- 
edly true in most personal loan de- 
partments, we had the added problem 
arising from handling a number of dif- 
ferent types of personal loans. For 


example, we have regular co-maker 


loans, collateral loans, automobile 
loans, FHA Title I loans, and “store” 
loans. 

For general operating, auditing, and 
control purposes, we decided to keep 
each class of loan separate. They are 
therefore numbered separately, and 
each loan number is preceded by a key 
letter which further designates the type 
of loan. For example, we number co- 
maker loans from 10,001 to 40,000, 
preceded by the key letter M; store 
loans are numbered from 50,001 to 
70,000, preceded by S; auto loans from 
70.001 to 80,000, preceded by A; FHA 
Title I loans from 80,001 to 85,000, pre- 
ceded by F; and collateral loans from 


1“Store” loans are loans arranged through 
department and other stores to aid custom- 
ers in liquidating overdue accounts. Full 
details of the method of arranging and han- 
dling these are given in the book Increasing 
Personal Loan Business, by R. E. Doan and 
G. F. Foley, published by The Bankers 
Publishing Company, Cambridge, Mass. 
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THIS STUB, WHEN 
PROPERLY STAMPED, 
18 A RECEIPT FOR 
THE AMOUNT OF 
YOUR DEPOSIT. 


Deposit No. 


NOV 2039 $ 9.00 


Date DUE AMOUNT DUE 


SCOOSHSSSSSEHSSSSSSESHOSSESESSSESESESOSS 


LATE CHARGES 


PERSONAL LOAN DEPARTMENT 


THE 
DENVER NATIONAL 


gs © 95904 


Deposit No. Account No. 


BANK 


(PRINT OR WRITE NAME PLAINLY ABOVE) 


NOV 2039 $ 9.00 


DATE Due AMOUNT DuE 


LATE CHARGES MAY BE AVOIDED 
BY MAKING PAYMENTS WHEN DUE 


LATE CHARGES 


Ficvure I 


‘5,001 to 100,000, preceded by the let- 
ier C. Various sections of numbers 
ere purposely left unallotted so they 
imay be used either for new types of 
loans or for overrun of types already 
veing handled. 

In addition to thus classifying by 
number and key letter, we further dif- 
ferentiate by having “key colors” for 
each type of loan. The co-maker loans, 
‘or example, have salmon-colored ledger 
cards and _ salmon-colored payment 
tickets; collateral loans are in canary 
color; store loans green, auto loans 
gray, and FHA Title I loans cherry. 

Thus, by means of numbering, key- 
lettering, and key-coloring, the sorting 
and filing of both cards and payment 
tickets is speeded up, possible misfiling 
of ledger cards is reduced to a mini- 
mum, and auditing and control further 
facilitated. 

As described in greater detail in the 
book Increasing Personal Loan Busi- 
ness, the ledger cards contain not only 
a record of payment due dates and pay- 
ments made, but data regarding amount 
of loan, maturity date, phone numbers, 
business and home addresses of the bor- 
rower, data on the co-makers or collat- 
eral, etc. This enables us to utilize the 
ledger card for all necessary informa- 
tion when talking to the borrower, thus 
eliminating the necessity of referring to 
other records in most instances. 


Coupon Book System 


To speed up window work—to re- 
duce to a minimum the time required 
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to receive and receipt for a personal 
loan payment—we devised a coupon 
book system. By means of this, the 
payment is receipted for in the cus- 
tomer’s book by merely stamping cou- 
pon and stub at the same time (with 
a large double “Paid” stamp), tearing 
out the coupon for the bank’s record, 
and returning the book to the customer 
—a matter of but a few seconds time. 

The payment coupon and stub (see 
Figure I) measures 6 inches by 2%% 
inches over all; the coupon itself, which 
is the bank’s record, measures 334 
inches by 234 inches. Both coupon 
and stub, when originally printed, carry 
the payment number, lines for due 
date of payment and amount of pay- 
ment, and for late charges. In addi- 
tion, the coupon itself carries the ac- 
count number and a line for the bor- 
rower to print or plainly write his or 
her name. 

In devising this system, we found it 
necessary to order special date and 
amount stamping machines. These ma- 
chines may be set for any date or 
amount, and may be regulated so that 
after printing the due date and amount 
twice (once on the stub and once on 
the coupon), the date automatically 
moves forward one month while the 
amount remains the same. Thus, sup- 
posing the borrower has arranged to 
pay $9.00 per month on the 20th of 
each month, beginning with the month 
of November. The machine would be 
set for “Nov. 20, 1939—$9.00,” and 
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the first stub and coupon in the book 
would be stamped thusly. The ma- 
chine would then jump. ahead one 
month automatically, reading: “Dec. 20, 
1939—$9.00,” and the second stub and 
coupon would be stamped, etc. 


In case of semi-monthly payments, 
the machine is set the same way, and 
every other coupon in the book is 
stamped with one of the dates of pay- 
ment. Then the machine date is 
changed, and the coupons previously 
skipped are stamped with the other date 
of payment. To make this a bit clearer, 
let us assume that the customer desires 
to make payments of $5.00 on the Ist 
and 15th of each month, beginning with 
November 1. The stamping machine 
would be set to read: “Nov. 1, 1939— 
$5.00,” and the operator would stamp 
the first coupon and stub in the book 
with this date and amount. The ma- 
chine would then automatically change 
to read: “Dec. 1, 1939—$5.00,” and 
the operator would skip coupon num- 
ber 2, stamping coupon number 3 with 
this new date and amount. Next, he 
would stamp coupons 5, 7, 9, etc. Then 
he would reset the machine to read: 
“Nov. 15, 1939—$5.00,” and proceed 
to stamp coupons 2, 4, 6, 8, etc., which 
were previously skipped. This method 
of operation was necessitated, of course, 
because it was impossible to find a ma- 
chine that would automatically adjust 
itself to consecutively make the various 
date changes necessary in such semi- 
monthly payments. 
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Instruction Sheet 


Perhaps the best way to clear up the 
method of operation of this system will 
be to reprint our instructions which 
were issued to each member of the per- 
sonal loan department when this sys- 
tem was inaugurated. The operation 
was set forth as follows: 


ISSUING COUPON BOOKS 

Selection of book: 

1. Select book according to type of loan: 
salmon-colored for co-maker, canary for col- 
lateral, green for store, gray for auto, 
cherry for FHA Title I. 

2. If payments are to be made monthly 
within one year, use a book containing 
twelve coupons. If payments are to be 
made monthly for a period longer than one 
year, use a 24-coupon book and tear out 
the coupons and stubs not required. If 
payments are to be made semi-monthly, usc 
a 24-coupon book. For FHA Title I loans. 
use a 36-coupon book. 

Stamping Date and Amount: 

1. Adjust date wheels of machine to 
proper month, date and year for the first 
payment; adjust amount wheels to proper 
amount for payments. 

2. For monthly payments, stamp both 
stubs and coupons (on lines provided) for 
the desired number of months loan is to 
run—except last payment, which may be a 
different amount from preceding ones, and 
for which the amount wheels of stamping 
machine may have to be readjusted. For 
semi-monthly payments, set machine for 
first payment date and amount, stamp stub 
and coupon on every other page (1, 3, 5, 
etc.) until you come to the last payment 
number. Then, leave the amount wheels of 
the machine set the same, but change the 
date wheels to the date of the second pay- 
ment. Now, start through the book again, 
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Figure III 


stamping both stub and coupon on all 
evenly numbered pages (2, 4, 6, etc.). Be 
sure to readjust amount wheels for last 
payment, which may be a different amount 
‘rom those preceding. 


The borrower is not, of course, ex- 
pected to wait while the book is being 
prepared—although he may if he de- 
sires, since it takes only a few moments. 
We generally prepare all of the books 


for which loans have been granted at 
the end of a business day, and these 
are then mailed out or held for the 
borrower to pick up later. 

The method of receiving and noting 
payment on a loan is best described by 
again referring to our instruction sheet: 


RECEIVING PAYMENTS 


1. Make certain that customer’s name is 
written on line provided on coupon for that 
purpose. If customer has not done this, 
teller should write it in and explain to cus- 
tomer that he or she should do this when 
making future payments. 

2. Check due date with date actually 
paid, to determine if late charge should be 
made. 

3. If late charges should be made, collect 
them and note amount in space provided on 
both stub and coupon. 

4. Stamp both stub and coupon “Paid” 
with large double-paid stamp. 


As will be readily appreciated by any 
personal loan department man, there 
are various contingencies which may 
arise and which demand special consid- 
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eration and provision. For example, 
there is the matter of partial payments 
—where a borrower, with some valid 
reason, can make only a partial pay- 
ment on his loan instead of the full 
amount of the payment originally 
agreed upon and stamped in the book. 
Our method of handling such a prob- 
lem is comparatively simple. A rub- 
ber stamp is provided, with the fol- 
lowing: 

Partial Deposit 

Balance Due 


This rubber stamp fits in the space left 
between the line for date and amount 
due and the line for late charges on 
both stub and coupon (see Figure II). 
Our instruction sheet covers operation 
in such a case as follows: 


PARTIAL PAYMENTS 


1. Use partial payment rubber stamp in 
space provided on both stub and coupon (in 
space between date and amount due line 
and the late charges line). 

2. Note the amount of partial payment 
made on the “Partial Deposit” stamp line, 
just below the amount due noted on both 
stub and coupon. 

3. Subtract this amount of partial pay- 
ment from the amount due, and note dif- 
ference on “Balance Due” stamp line. 

4, Determine whether or not late charges 
should be made. (If partial payment is 
made beyond the period of grace, or if cus- 
tomer knows he or she will be unable to 
pay the balance due within the period of 
grace, late charges should be made.) If 
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you find that late charges should be made, 
either on the entire amount of the payment 
or on the balance due, collect them when 
partial payment is made. Note the amount 
of late charges so collected on stub or 
coupon. Do not enter the amount on cou- 
pon, however—merely mark “Paid” on the 
late charge line of coupon. 

5. Do not tear the coupon out of book 
when only partial payment is made on it. 
Leave it in the book until the customer 
pays the balance due. It can then be 
stamped paid with the usual stamp, and 
torn out—the amount shown on “Balance 
Due” line readily indicating amount to be 
collected by teller and credited by book- 
keeper. . 

6. Fill out one of the russet-colored “Par- 
tial Deposit” slips (see Figure III) for the 
bank’s records. On this slip, note: payment 
number, account number, customer’s name, 
amount paid, and amount of late charges 
(if any) collected. 

7. Use your initial-date stamp to indi- 
cate date and receipt of partial payment 
on both stub and coupon in customer’s 
book—do not use the large double “Paid” 
stamp. 

8. Use your initial-date stamp to indi- 
cate date and receipt of partial payment 
on the russet-colored “Partial Deposit” slip, 
and retain this slip for the bank’s record. 

Second Partial Payment on One Coupon: 

1. In cases where the customer finds it 
necessary to make a second partial pay- 
ment on the one coupon, use the rubber 
“P -~tial Deposit” and “Balance Due” stamp 
¢ «ays on coupon as near as possible to 
picvious partial payment entry, and place 
it in any available space on stub. 

2. Rest of procedure is the same as in 
single partial payment receipt previously 
described. 


Payment Without Book 


Another problem which may arise is 
that of a payment without the coupon 


book. Provision has been made for 
this, and is described as follows in our 
instruction sheet: 


PAYMENTS WITHOUT BOOK 


1. Use the padded white unnumbered 
coupon slips for this, with a piece of car- 
bon paper between two of them. Fill out 
all necessary information on these slips, 
stamping both paid with your large double 
“Paid” stamp (this can best be done by 
placing the open, or blank, ends of the 
original and duplicate slips together and 
stamping both at once). 

2. Give customer the carbon copy, retain- 
ing original for bank’s record. 

3. When customer brings the book in to 
have this entry made, the coupon and stub 


THE 


for which duplicate was issued can be 
stamped paid with your large double “Paid” 
stamp. The coupon should be torn out and 
destroyed. The date on the part of the 
paid stamp showing on the stub should be 
changed to the proper one—that is, the date 
on which duplicate payment slip was issued. 
This should be done by hand, and a nota- 
tion of “Duplicate” made on the stub to in- 
dicate reason for such hand notation. Be 
sure to get duplicate slip from customer 
when receipting stub in book in this manner. 


In changing over to this system from 
some previous system wherein the pay- 
ment tickets are of a different size and 
the customer’s payment book a different 
style, some difficulty will naturally be 
experienced. However, as far as sort- 
ing, filing, etc., are concerned, this can 
be facilitated by providing counter 
payment tickets of the same size as the 
coupons when torn from the new books. 
and customers with the old type of book 
can be instructed to use these tickets 
when making a payment. While the 
change-over was being made in our de- 
partment, instructions were: 


RECEIVING PAYMENTS FROM OLD- 
TYPE BOOKS 


1. Customer should fill out one of the 
small white coupons to be found on cus- 
tomers’ counters in lobby. If customer has 
not done this, teller should fill out one 
at the window, showing customer how it 
is done and explaining that he should do 
this when making future payments. 

2, Be sure customer’s name and account 
number are on lines provided for this pur- 
pose. 

3. Note the due date and amount due on 
line provided for this purpose. 

4, Check due date with date actually paid 
to determine if late charges should be 
made. If they should, note the amount 
charged and collected on line provided. 

5. Enter proper amount, date, etc., in 
customer’s record book. 

6. Note the total paid to date at lower 
left corner of white coupon (serves as 
check when posting). 

7. Retain this coupon for bank files. 


While it may seem a bit complicated 
at first glance, we have found this sys- 
tem thoroughly practical—quite easy 
to operate, and more than satisfactory 
in speeding up work all along the line, 
eliminating misfiling, facilitating audit- 
ing and control, and rendering better 
service to our customers. 
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Saturday Holiday Experience 
A SURVEY OF OPINION 


OR the benefit of readers in those 

states where the inauguration of 

Saturday bank holidays iis being 
considered for next year, THE BANKERS 
MaGAZINE has queried representative 
hankers in the states of New York and 
New Jersey, where such a program was 
tried during the past summer. 

These bankers were requested to state 
whether the holiday meant an especially 
increased burden of business on Mon- 
days, whether it brought considerable 
additional business for after-hour de- 
pository or similar service, whether 
unfavorable comment was received from 
the public, etc. With the promise that 
their names would be held in strict 
confidence, they were asked to give their 
frank opinion of Saturday bank holi- 
days from all angles. 

Bankers whose banks did not close 
were queried, as well as those who ob- 
served the Saturday holidays. Follow- 
ing are representative excerpts from the 
replies received. 


No Hardships Whatsoever: 


Last year while New York City banks 
remained open we found the work doubly 
heavy on Mondays, and a great deal of con- 
fusion on Fridays amongst our customers. 
However, this year with New York City 
banks closed on Saturdays and our custom- 
ers acclimated to the procedure we found 
no hardships whatsoever. 

Naturally, being located in a seashore 
resort, we would like to be allowed to be 
open on Saturdays during the months of 
July and August when we can best serve 
the people of the community, but if this 
cannot be accomplished, and in view of the 
new requirements of the wage and hour law 
of 42 hours a week beginning October 1, 
we would like to see all banks in the United 
States closed on Saturdays throughout the 
year. Such a law, in our opinion, would not 
affect the earnings of banks and certainly 
would save an appreciable amount of ex- 
pense. (A New York bank.) 


No Unfavorable Reaction: 


We did close the Saturdays in July and 
August; and, as far as we know, had no un- 
favorable public reaction. 

Naturally, it did increase our business ac- 
tivities on Monday, but it was easily han- 
dled. Our night depository functioned nor- 
mally and took care of our customers who 
handle considerable cash in their Saturday 
trade. 

We can’t say that many of our custom- 
ers commented favorably. However, we are 
quite sure our closing caused little incon- 
venience, as the bulk of our business done on 
Saturday mornings consists of putting up 
pay rolls and furnishing change, ail of 
which we easily took care of the previous 
Fridays. (A New Jersey bank.) 


Stores Forced to Cash Checks: 


We favored the Saturday bank holiday 
idea from the beginning for the months of 
July and August, as in this section during 
those months many are away on vacations 
and business volume and velocity are some- 
what low. Therefore, there is very little 
inconvenience to business and depositors by 
such closing and, further, there has been 
very little criticism by our people. How- 
ever, One or two of the larger department 


‘“We feel that a Saturday 
closing all year round would not 
create, in our instance, any un- 
favorable comments from the 
public. 

*“‘Not only should the cus- 
tomer be considered in these 
times, but also the employes of 
our institution—particularly so 
with the advent of the Wages 
and Hours Law requirement 
which in October limits hours 
to 42, and in October of next 
year to 40 a week, with time and 
a half payment for overtime,’’ 
‘comments a New Jersey banker 
in the accompanying survey of 
opinion. 
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‘We did not close Saturdays. 
Our directors feel, and I think 
the customers generally feel, 
that up here in the country it 
would work a hardship on the 
farmers and storekeepers who 
want payrolls, change, etc. 

“I feel that Saturday closing 
is perfectly all right in the city, 
but is a hardship on country 
bank customers.’’ 


stores in our city complained, due to the 
fact that they have been required to cash 
many checks and therefore, in a sense, fur- 
nish the service usually rendered by the 
banks. 

We have opposed, however, any exten- 
sion of Saturday closing as applicable to 
other months, or year-round closing, feel- 
ing that banks today must attract their 
clientele through proper service which they 
will not be doing if the Saturday closings 
are extended. Further, the chief competi- 
tors of the banks, such as postoffice, build- 
ing and loans, finance companies and others 
will ‘be open on Saturdays and the banks 
would be pushing some of their business 
into the laps of their competitors if the Sat- 
urday holiday was extended. Many people 
in our section are commuters, and have only 
Saturday mornings free to carry on their 
banking affairs. They would probably fol- 
low the least resistance and patronize some 
competitor if the banks were closed. 

With the best interests of the banks in 
mind, we feel that until all business has 
accepted a five-day week as ordinary, and 
until our people have become adjusted in 
so far as their own banking business is con- 
cerned to a five-day week, it would seem 
very necessary that we remain open on 
Saturdays for all months except July and 
August. (A New Jersey bank.) 


Hardship on Country Customers: 


We did not close Saturdays, nor do I 
know of a bank in northern New York 
that did. We do not expect to close next 
year. Our directors feel, and I think’ the 
customers generally feel, that up here in 
the country it would work a hardship on 
the farmers and storekeepers who want pay 
rolls, change, ete. 

Many of the merchants cash a lot of 
checks Saturday afternoon, and it would 
be an additional burden on them. 

In other words, I feel that Saturday clos- 
ing is perfectly all right in the city, but 
is a hardship on country bank customers. 
(A New York bank.) 


Excellent Results: 

We experienced excellent results regard- 
ing the Saturday half-holiday during July 
and August. This is our second year, and 
while at the beginning of the Saturday holi- 
day idea during 1938 we had a few com- 
plaints, they were all ironed out satisfac- 
torily when the service of our night de- 
pository and armored cars was called to 
our customers’ attention. 

This year our customers were unanimous 
in that they accepted Saturday holidays as 
a matter of course. There is no doubt 
that our volume was increased both Fri- 
days and the following Mondays, but in view 
of the present 44-hour-week law it was a 
happy solution in a great many respects 
regarding the elimination of overtime. (A 
New Jersey bank.) 


Very Little Comment: 

We had very little criticism, in fact very 
little comment either way. The work was 
naturally heavier Fridays and Mondays, 
but not to a point where it made serious 
inconvenience. It was much appreciated by 
our employees. (A New York bank.) 


Experiment a Success: 

We experienced no unfavorable reaction. 
Timely advertising in the newspapers and 
sizable placards displayed in the bank lob- 
bies apparently gave the public ample time 
to adjust their affairs. 

The usual Saturday pay rolls appeared to 
increase Friday’s volume; many companies 
turning to the practice of paying by check. 
It naturally followed that Monday was 
extremely heavy, taxing our personnel to 
the utmost. Everybody, however, taking it 
as a matter of fact, felt that they were 
amply rewarded as a result of the holiday. 

It is our opinion that this experiment was 
a success; in fact, we should have added 
Saturday, September 2, rounding out the 
Labor Day week-end. We feel confideni 
the general well-being of our people was 
benefited, which should prompt us to make 
this experiment a yearly practice. The 
public will acclimate themselves, similar to 
the daylight savings plan. (A New Jerse) 
bank.) 

No Great Complaint: 


Our experience has been very satisfac- 
tory. We have been closing for two years 
now, and so far as I know there has been 
no complaint from customers. I think the 
trend in New Jersey is to increase the time, 
certainly to include the Saturday before 
the Fourth of July, when this falls in June, 
and the Saturday before Labor Day, when 
this falls in September, and I am sure there 
are a number of banking interests that 
would like to see the time extended still 
further, although it has not been considered 
good business for the banks to agitate 
for this. 

There has been some question in agricul- 
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tural sections, but I do not believe this has 
ever been serious, as Saturday is no longer 
the only day on which farmers come to 
town. With the advent of the automobile 
and good roads, Saturday has ceased to be 
the trading day that it once was in agri- 
cultural sections. So far as cities are con- 
cerned in the industrial centers, Saturday 
seems to be a very dull day and, as I say, 
we have not been conscious of any great 
complaint on the part of the public. 

Of course, if a matter of this kind is 
agitated in the press there will always be 
a group of people, many of whom are not 
personally affected, who will rise up to 
fight it, and it is unfortunate that the mat- 
ter ever came in for public discussion. I 
think any state contemplating Saturday 
closing legislation should try to keep the 
natter out of the public press. (A New 
Jersey bank.) 


Especially Helpful: 


We received practically no unfavorable 
comments from the public and, in so far as 
we can determine, the banking customers 
were able to adjust themselves to the new 
rvutine with no difficulty. 

From the standpoint of this bank and its 
personnel, the shortened work week was 
very desirable, and it was especially help- 
ful in enabling us to stay within the forty- 
four-hour week as required by the Wages 
and Hours Law. Our only criticism of the 
past performance is that the law was per- 
missible and not mandatory, and since nu- 
merically the larger percentage of the 
banks in the state did not close on Sat- 
urday, the Monday volume of transit and 
check clearing work did create somewhat of 
a problem. We favor continued Saturday 
closings during summer months providing 
the law were so drawn that all banking in- 
stitutions in the state were required to 
close. (A New York bank.) 


Considering Daily Shortening: 


Our bank did not close, and we did not 
receive any especially favorable comment 
from our customers because of that fact. 

We do not plan Saturday closing next 
year unless the law is made compulsory in- 
stead of optional. Because of the Wages 
and Hours Law, and the fact that the hours 
will be reduced to forty-two a week begin- 
ning in October, we have recently given 
some consideration to shortening the hours 
each day that the bank is open to the pub- 
lic. (A New York bank.) 


Favor Year Round Saturday Closing: 


In our particular instance no hardship 
was created upon depositors, nor were there 
any complaints received from customers. 
We feel that a Saturday closing all year 
round would not create, in our instance, any 
unfavorable comments from the public. 

We personally feel that not only should 
the customer be considered in these times, 


but also the employees of our institution, 
particularly so with the advent of the Wages 
and Hours Law requirement which in Oc- 
tober limits hours to 42, and in October of 
next year to 40 hours a week, with time 
and a half payment for overtime. 

We have found with Saturday closings 
that our night depository was used consid- 
erably. (A New Jersey bank.) 


Depositors O’keh Holiday 


Of especial interest is the experience 
of The Bayside National Bank, Bayside, 
Queens Borough, New York City. This 
bank conducted a 31-day poll of its 
customers to determine reaction to Sat- 
urday closings during July and August. 
Over 97 per cent of the depositors ap- 
proved of the holidays, according to 
J. Wilson Dayton, president of the 
bank, 

Any influence which might have been 
exerted by the bank’s employes upon 
depositors’ opinion was eliminated by 
placing the voting on a purely volun- 
tary basis. Throughout an_ entire 
month ballots were available at all pub- 
lic writing desks on the banking floor, 
and a ballot box stood at one side of 
the inner door. The ballots read: “Are 
you in favor of full Saturday holidays 
for bank employes during July and 
August?” 

To vote in the poll, depositors had 
to pick up a ballot of their own voli- 
tion, place a mark in a printed square 
in front of either the word “Yes” or 
“No,” sign their name, street and num- 
ber, and deposit the ballot in the box 
at the door. 


“I think the trend in New 
Jersey is to increase the time, 
certainly to include the Satur- 
day before the Fourth of July, 
when this falls in June, and the 
Saturday before Labor Day 
when this falls in September, 
and I am sure there are a num- 
ber of banking interests that 
would like to see the time ex- 
tended still further, although it 
has not been considered good 
business for the banks to agitate 
for this.’’ 
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THE CHALLENGE TO BANKING 


By A. A. Berte, Jr. 


GOOD part of the United States to- 

day is re-studying its economic 

lesson. Particularly, we are re- 
studying the difficult field of banking, 
credit and money. 

The particular subject of this article 
is that certain classic ideas in our bank- 
ing and credit system must now come 
up for examination. I think that when 
the examination paper is handed in 
and is marked, we may find that we 
can do a good many things which have 
not yet been done; that we can take 
a good many more goods and services 
from one side of the road, where they 
are, to the other side, where they are 
needed; that, in a word, we can very 
considerably increase the useful work 
of a democratic economy. 


Private Initiative Area 


Let us tackle the area of private in- 
itiative first and see what we can do. 
Let us suppose that there are individual 
business men who would like to build 


‘‘When the Government has 
to ‘spend’ directly it naturally 
controls; and Americans do not 
like the idea of a Government 
which controls all phases of 
economic activity. Yet that is 
exactly the price of failing to 
modernize the banking system,”’’ 
writes Mr. Berle in the accom- 
panying portion of an article 
reprinted from the Survey 
Graphic magazine for Sep- 
tember. 


houses, for sale or rent, and hope to 
make a profit out of them; that they 
have already built all the houses that 
the most prosperous fifth of the coun- 
try can comfortably use, and therefore 
want to tackle an unfilled need—the 
need of the middle and lower middle 
classes. They do not say, of course, that 
they wish to “fulfill a need.” What 
they say is that they want to “find a 
different market,” which is a business 
man’s way of saying the same thing, 
provided he can find a customer in that 
market. 


Private initiative, represented by that 
business man, must first ask himself the 
question where he is going to get the 
money to build that house. He has been 
used to borrowing it somewhere, usually 
on the security of a mortgage bearinz 
a rate of interest of anywhere from 
4 to 8 per cent, depending on the part 
of the country. Let us suppose that he 
has already access to 4 per cent money. 
He figures the cost of his house, and 
the 4 per cent he will have to pay to 
the bank or the mortgagee, adds the 
taxes and expenses and so forth of the 
house; then he figures out the rent per 
room which he will have to charge. 
The largest single cost is that 4 per 
cent interest rate; for, if his mortgage 
is to run twenty-five years, it means 
that he has to repay the loan twice over, 
once in principal, and a second time 
in interest. The rent he will charge 
has to take that into account. With a 
pencil and paper he figures out the 
needed rent, and discovers that nobody 
can afford to pay that rent who is not 
making approximately $3,000 a year 
—that is, in the top 20 per cent income 
bracket. If there are enough houses at 
that price already, he gives up the pro- 
ject and private initiative resigns the 
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task. Let Mayor LaGuardia, or the 
United States Housing Authority, or 
someone else tackle it, if necessary; the 
private business man is out of the 
picture. 


Lower Interest Means Wider Market 


But if we could work out a banking 
system by which instead of having to 
pay 4 per cent for that money, he had 
to pay only 2 per cent, he refigures his 
rent and he can build and rent at a 
‘ower price. He sees a new range of 
customers opening up. Perhaps he can 
}uild something which a man making 
$2,000 a year can afford to occupy. He 
has “widened his market” and private 
initiative finds a new sector to occupy. 
if you can cut the cost of the money 
own to 1 per cent, the market is still 
wider; if the interest rate is, theoretic- 
ally, zero, he can hit a very large group 
indeed. The difference between the 4 
per cent interest rate and a nominal 
interest rate of, say, one-half of 1 per 
cent, means opening up a huge addi- 
tional market; means meeting a real 
additional need. Incidentally it means 
calling into action a whole lot of sub- 
sidiary activity, for he will employ 
workmen (again asking men to con- 
tribute their energy) and use materials 
which come from factories which in 
turn employ men, and so on... . 

A banking and credit system today 
ought to be so constructed that it will 
supply money at a rate and in a fashion 
making it possible for all of these kinds 
of initiative to operate in the widest 
possible “market.” If this means sup- 
plying money at varying rates, from 
commercial interest where there is a 
commercial profit involved, down to a 
nominal interest rate approximating 
zero, where you are dealing with an 
obviously public job like a hospital, 
then that is the thing we have to do. 

If this means likewise that we have 
to revise our notions about banking, 
then revised they must be. If we have 
to learn to run a part of our banking 
system on the basis that its business is 
to supply money, and only secondarily 
to use the interest rate to provide profits 


for stockholders, then we just have to 
learn it; and that is all there is to it. 
Naturally, the aim should always be to 
interfere as little as possible with exist- 
ing banking mechanisms which serve 
existing private initiative within its ex- 
isting “market.” What we cannot do 
is to say that some millions of Ameri- 
cans must stay idle in the face of an 
obvious supply, because the existing 
banking mechanism cannot evolve to 
meet the new situation. 

It is my considered judgment, and 
that of a number of other students of 
monetary theory and banking, that the 
job could be done and can be done 
without too great difficulty. 


Constructive Action Needed 


Let me emphasize, in passing, my 
personal belief that the existing bank- 
ing profession ought itself, if it values 
its own safety, to construct and put into 
operation such additions, and do it 
soon. The banking system has been the 
target (often unjustly, in view of its 
history) of a great deal of criticism 
which more recently has caused it to 
be personalized as a kind of dim but 
devouring devil. You find this theme 


“‘If we have to learn to run 
a part of our banking system on 
the basis that its business is to 
supply money, and only sec- 
ondarily to use the interest rate 
to provide profits for stockhold- 
ers, then we just have to learn 
it; and that is all there is to it. 
Naturally, the aim should al- 
ways be to interfere as little as 
possible with existing banking 
mechanisms which serve existing 
private initiative within its ex- 
isting ‘market.’ What we can- 
not do is to say that some mil- 
lions of Americans must stay 
idle in the face of an obvious 
supply, because the existing 
banking mechanism cannot 
evolve to meet the new sit- 
uation.’’ 
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repeatedly, for instance, in John Stein- 
beck’s “Grapes of Wrath,” a current 
best seller. A generation of Americans, 
particularly in the West, is growing up 
to believe that the banker is its natural 
enemy, because of the fact that farmers, 
business men, workmen, local govern- 
ments and larger governments who 
wish to act see money which makes ac- 
tion possible lying around in the bank. 
They cannot get it, except at interest 
rates and on terms which they cannot 
meet. If this feeling is not met con- 
structively, it will emerge as a convul- 
sive political and social movement. 

It must be relatively plain that the 
more we are able to make capital avail- 
able at low rates and on practicable 
terms, the more private initiative we 
open up. If our builder cannot con- 
struct houses for the middle class and 
the middle class wants houses, it will 
eventually demand that the Government 
construct houses; and (politics being 
what they are) will get them. If, 
therefore, friends of private initiative 
really want to see private business ex- 
panded (I do, though I think certain 
fields probably are very nearly lost to 
private initiative already), then their 
first concern ought to be to give to the 
unused private initiative in the country 
a wider opportunity to get into action. 
In many lines of endeavor, such as 
housing, certain small businesses, cer- 
tain kinds of public utilities, the lower 
the interest rate, the greater the oppor- 
tunity. 


Public Service Area 


And in the public services, where 
private profit is out of the picture in 
any event, there is even greater reason 
for action. In New York City, for ex- 
ample, where I happen to know the 
situation, we have a need, or, if you 
choose, a “market,” for hundreds of 
millions of work and materials at this 
moment. New York will need, in the 
next few years, according to the best 
survey available, $428 million to keep 
our hospital plant -approximately in its 
present state of efficiency. It will need 
at least a couple of hundred millions 
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more to construct sewage disposal 
plants and eliminate the uncivilized 
pollution of New York Harbor. It is 
only part way along on a civilized pub- 
lic playground program; and _it has 
only barely glanced at the eternal issue 
of slum clearance. 

Yet New York, as cities go, is far 
ahead of most communities in the coun- 
try. If the reader happens to come 
from outside New York, let him jot 
down a list of the services, buildings 
and things he knows are needed in his 
town, with approximate estimates of 
the “spending” needed to provide them. 
Then let him recollect the idle factories. 
the unemployed, the business men who 
would like to do more, but cannot; anil 
remember that it is now perfectly pos- 
sible within the range of choice and 
technique, to add to the existing bank- 
ing system so that the estimates of cost 
which are the main obstacles can be 
largely met. The thing can be done. 
What is needed is the will to do it. 


Price of Failure to Modernize 
Banking System 


While we are waiting, of course, pres- 
sures to get some of this unused ability 
into action are going steadily on. Since 
the authority over credit making mech- 
anism rests with the United States Gov- 
ernment, the pressures will bear heavily 
on the Congress of the United States. 
If nobody else can “spend,” the Federal 
Government can, at least for a long 
time. 

This, though better than no answer at 
all, is not a wholly happy solution. 
When the Government has to “spend” 
directly it naturally controls; and 
Americans do not like the idea of a 
Government which controls all phases 
of economic activity. Yet that is exactly 
the price of failing to modernize the 
banking system; and we will be well 
advised if we handle our money and 
credit so that initiatives other than the 
Government, whether of private busi- 
ness men, or of communities, or of semi- ~ 
private agencies such as local author-: 
ities, can take over and. meet their own 
problems in their own way. 
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We Must 


Improve Bank Supervision 


‘By Gurney P. Hoop 
President, National Association of Super- 
visors of State Banks 


supervision in a very general and 

in a most candid manner, with no 
tought of and no reference to any par- 
ticular individual who has held office 
in the past or who is at present occupy- 
ing the position of supervisor. This 
question is entirely too big, and means 
tco much to all of our people to permit 
the injection of personalities. 

This subject can be easily divided 
into three sections: The past, the pres- 
ent and the future—the past to date 
from the time the first bank was char- 
tered in this country up to 1933, the 
present dating from 1933 to today, and 
the future, that period ahead of us. 

First, I will discuss the office of the 
Comptroller of the Currency. The 
Comptroller’s report, covering the year 
ending October 31, 1938, reads, in part, 
as follows: 


[’ is my purpose to discuss banking 


“Covering the entire period since the in- 
ception of the national banking system, 
February 25, 1863, to and including October 
31, 1938, 14,402 national banking associa- 
tions have been authorized to begin busi- 
ness. Of these banks, 5,953 have gone into 
voluntary liquidation . . . paid their deposi- 
tors and quit business, or merged with 
other national and state banks; and 407 
have consolidated with other national bank- 
ing associations. . . . Exclusive of banks 
which failed but subsequently were restored 
to solvency, loss to the national banking 
system since its inception through receiver- 
ships has been 2,795, or about 19 per cent of 
the total number of banks organized.” 


There were 5,247 national banks in 
existence at the close of business on 
October 31, 1938. In other words, out 
of 14,402 national banking associations 
organized, 9,155 have gone out of busi- 


ness since the first national bank was 
chartered 75 years ago. This is 63 per 
cent of the total, or an average of 122 
closures during each year of that 
period. Naturally, the question imme- 
diately arises, “Was supervision effec- 
tive?” and, as naturally, the answer 
apparently is “No!” 

Two illustrations from my own state 
(North Carolina) with which I am in- 
timately familiar will show the ineffec- 
tive supervision referred to. Charlotte, 
with a population (1930 census) of 
82,675, is the largest city in North 
Carolina. Four national banks were 
chartered and permitted to do business 
in that city in competition with four 
state commercial banks and seven state 
indusirial banks, all chartered by the 
State of North Carolina. What hap- 


‘‘There is no just reason why 
the United States Government 


should have three separate 
agencies, all authorized to super- 
visé banking institutions, when 
one agency could do a much 
better job and would receive the 
better support of the people as 
a whole and of Congress,’’ sug- 
gests Mr. Hood in the accom- 
panying article which formed 
the basis of his recent address 
before the annual convention of 
the National Association of 
Supervisors of State Banks. 

‘Mr. Hood is Commissioner of 
Banks in the State of North 
Carolina. 


THE BANKERS MAGAZINE for October, 1939 





‘*Just so long as states have 
the authority to charter banking 
institutions—and I seriously 
doubt if this authority can be 
taken from them—they will 
have the responsibility and sol- 
emn duty of supervising these 
banks, and doing all that is pos- 
sible to make them safe and 
sound for both depositors and 
stockholders.’’ 


pened? Charlotte now has two national 
banks, one state commercial bank, one 
branch of a state commercial bank, and 
four state industrial banks. 

The First National Bank of Char- 
lotte was chartered in 1865. At a time 
when its depository liability was less 
than $2,000,000, the Comptroller of 
the Currency permitted it to invest 
approximately $2,000,000 in a bank 
building. Most naturally, the institu- 
tion was placed in receivership. 

Goldsboro, North Carolina, my home 
town, has a population of only 14,985, 
according to the 1930 census. In 1896 
Goldsboro was a very small town, yet 
a charter was granted to a national 
bank in that community, in competition 
with a strong, well managed state bank 
that had been operating for a long 
period of time. Later on, the state 
bank was converted into a_ national 
bank. One of the national banks* was 
permitted to arbitrarily increase its in- 
vestment in its banking house so as to 
prevent showing an impairment of 
capital. The other national bank with 
a total capital of $325,000 was per- 
mitted to invest $550,000 in its banking 
house, furniture and fixtures. Neither 
national bank. survived, to the material 
injury of the entire community. These 
references serve to illustrate the condi- 
tion that existed throughout the coun- 
try. It is not necessary to mention 
others of like character. 

The Federal Reserve System began 
operations on November 2, 1914, 
accompanied by a fanfare that there 
would never be another currency short- 
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age in America and that bank failures 
in the future would be prevented. It is 
true that we have had no currency 
shortage since then, but we have had 
an abundance of bank failures—in fact, 
more bank failures since the advent of 
the Federal Reserve System than prior 
thereto. 

Since the organization of the Fed- 
eral Reserve System in 1914, 2,753 
state banks have become members. Of 
that number, 192 converted into na- 
tional banks, leaving a total of 2,561 
state member banks. Out of that re- 
maining total, 596 suspended opera- 
tions and were liquidated; 46 volun- 
tarily closed, were liquidated and paid 
off their depositors; 479 consolidated 
and were absorbed by other banks; 4°0 
withdrew their membership from tie 
System, leaving only 970 state banks 
as members of the Federal Reserve Sy:- 
tem. In other words, 1,021 of the oriz- 


inal total, or about 40 per cent, are now 
out of business, and less than 38 per 
cent of the total number of state banks 
received as members are open today and 
retain their membership in the System. 

Permit me to quote again from the 


October 31, 1938, report of the Camp- 
troller of the Currency. 


“At the date of the beginning of opera- 
tion of the Federal Reserve System, No- 
vember 2, 1914, there were 7,578 national 
banks in existence . . . as compared with 
5,247 national banks in existence on Octo- 
ber 31, 1938. . . . During this twenty-four 
year period 3,750 new national banks have 
been chartered.” 


There has thus been a net decrease 
of 2,331 in the number of national 
banks in existence at the end of the 
24-year period referred to above. This 
means that 6,081 national banks have 
ceased to operate since the beginning of 
the Federal Reserve System. 

Why is this true? Simply because 
the same ineffective supervision was 
permitted to exist in connection with 
state member banks that existed in con- 
nection with national banks. Has a 
single member of the Federal Reserve 
System been suspended for failure to 
comply with the Federal Reserve ct 
or rulings pursuant thereto? If so, it 
has not been given publicity. Appar- 
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ently, Federal Reserve supervision has 
also been negative. 

What of state supervision? Owing 
to a lack of statistics covering all the 
states of our union, I will confine my 
discussion to my own State of North 
Carolina. 

Since 1804, 1,017 state banks have 
been chartered in North Carolina. Be- 
tween 1804 and 1890, 86 of these banks 
went out of business through receiver- 
ships, voluntary liquidation, conversion, 
absorption or consolidation. Since 
1290, 460 banks have ceased to do busi- 
ness for the same reasons. From 1904 
to 1927, 98 banks were liquidated 
through court receiverships, and from 
March, 1927, to March, 1933, 185 banks 
have been liquidated through receiver- 
ship by the State Banking Supervisor. 
There have been no receiverships since 
March, 1933. This leaves 180 state 
bauks, or about 1844 per cent of the 
toial number chartered, now open and 
operating. 

From the above recital (and it is 
presumed conditions with reference to 
state banks in North Carolina are fairly 
representative of similar conditions in 
the other states), the same negative 
supervision existed. Thus we have ex- 
perienced the evils of negative super- 
vision on the part of the three super- 
visory agencies that existed in the past, 
prior to the organization of the Federal 
Deposit Insurance Corporation. 

What of the present? What has taken 
place’ since the beginning of this pres- 
ent era, dating from the banking holi- 
day in March, 1933? 

In the first place, the operation of 
the Federal Deposit Insurance Corpora- 
tion was authorized by Congress on a 
temporary basis, and membership be- 
came effective on January 1, 1934. This 
was made permanent by the Federal 
Reserve Act of 1935. 

In the second place, the Reconstruc- 
tion Finance Corporation was author- 
ized to purchase preferred stock in na- 
tional and state banks. 

In the third place, the Comptroller 
of the Currency was removed as an ex- 
officio member of the Board of Gover- 
nors of the Federal Reserve System and 


became an ex-officio member of the 
Board of Directors of the Federal De- 
posit Insurance Corporation. 

And, in the fourth place—this was 
a most potent force—the National Asso- 
ciation of Supervisors of State Banks 
became an active, alert, aggressive and 
powerful organization, injecting its in- 
fluence and counsel into national affairs, 
bankingwise. 

In the fifth, and final place, the Ex- 
ecutive Committee of the National Asso- 
ciation of Supervisors of State Banks 
was invited by the Federal Deposit In- 
surance Corporation to act informally 
as its Advisory Council. This codpera- 
tion has been of widespread benefit to 
a more thorough supervision and to a 
better general understanding of such 
efforts. 


1933-1939 Experience 


What has been done in the way of 
complete codperation during the past 
six years? 

After the banking holiday in March, 
1933, all restricted national and state 
banks that could qualify were reopened 
under the procedure outlined by the 
Secretary of the Treasury. The Federal 
Deposit Insurance Corporation placed 
a supervising examiner in the office of 
each State Supervisor in the fall of 
1933, and codperated fully in admitting 
state banks to membership. At the 
same time, the Reconstruction Finance 
Corporation placed a representative in 
the office of each State Supervisor, and 
appointed a committee to expedite the 


‘‘The logical Federal agent to 
supervise banking is the Fed- 
eral Deposit Insurance Corpora- 
tion, as it is the only Federal 
agency that has a direct interest 
in all of the banks represented. 
Its member banks must be kept 
sound, or the Corporation will 
fail. If the Federal Deposit In- 
surance Corporation fails, it 
will be the death knell of private 
ownership of banks in this 
country.’’ 
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sale and purchase of preferred stock. 
Work was carried on night and day for 
a period of several months, and all of 
the banks that applied for membership 
in the Federal Deposit Insurance Cor- 
poration were admitted with the ex- 
ception of a very small number. 

The next codperative move was the 
adoption of uniform examination pro- 
cedure and uniform call report forms. 
An agreement in this connection was 
reached by all of the supervisory 
agencies—the Executive Committee of 
our Association representing state super- 
vision, the Comptroller of the Currency 
for national banks, the Board of Gov- 
ernors of the Federal Reserve System 
representing member : banks, and the 
Federal Deposit Insurance Corporation 
representing all insured banks. Yet, 
the Comptroller of the Currency, the 
Federal Reserve System, and some few 
of the State Supervisors have failed or 
refused to fully live up to this agree- 
ment. The Comptroller of the Currency 
has permitted call report forms to be 
published which failed to show a most 
important liability item (Page 1, Sec- 
tion No. 33, items (a) and (b) under 
the caption “Subordinated Obliga- 
tions”); the Federal Reserve System 
has failed to adopt the uniform exam- 
ination forms in their entirety; and a 
few State Supervisors have apparently 
clung to antiquated ideas of negative 
supervision. 

Without complete: and wholehearted 
codperation the evils of the past will 
survive. 

Uniform procedure for the examina- 
tion of trust departments, and the com- 
plete adoption of uniform reports of 
all supervisory agencies is still a pos- 
sible accomplishment, and the fight 
must be continually. waged. 

From January 1, 1934, to January 1, 
1939, a period of five years, 252 banks 
which were members of the Federal 
Deposit Insurance Corporation have 
gone out of business, through receiver- 
ships, suspensions, or mergers. In my 
opinion, on account of the asset condi- 
tion existing in these jinstitutions in 
March, 1933, very few of them should 
have been reopened, and they would not 
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have been reopened following _ the 
banking holiday had their true asset 
condition been disclosed. One glaring 
instance of negative supervision and 
thorough lack of codperation’~ was 
authority given by the Federal Reseive 
System for the reopening of a state 
member bank immediately following the 
banking holiday, over the earnest pro- 
test of the supervisor in that state. State 
license was withheld for over a year, 
when that institution was forced to sell 
a considerabl. amount of preferred 
stock to the Reconstruction Finan:e 
Corporation and otherwise revamp iis 
set-up. 

What of the future? I most earnest!y 
recommend the following: 

1. The office of the Comptroller of 
the Currency should be abolished and 


its duties and personnel transferred 


to the Federal Deposit Insurance Cer- 


poration. 

_ 2. Authority to examine state mein- 
ber banks by the Board of Governors 
of the Federal Reserve System should 
be delegated to the Federal Deposit In- 
surance Corporation, and the examin- 
ing personnel of the board transferred 
to that Corporation. 

3. The ex-officio member of _ the 
Board of Directors of the Federal De- 
posit Insurance Corporation should be 
eliminated, and the appointment of a 
third full-time member authorized, the 
salaries of the three members to be not 
less than $15,000 a year each. 

4. Congress should authorize the 
Federal Deposit Insurance Corporation 
to erect a suitable building in -Wash- 
ington, D. C., on the land adjoining 
the Federal Reserve Building, to be 
occupied exclusively by the Corpora- 
tion. 

5. There should be created an Ad- 
visory Council to the Federal Deposit 
Insurance Corporation composed of 
representatives of national banks, state 
Federal Reserve System members, state 
Federal Deposit Insurance Corporation 
member banks not members of the Fed- 
eral Reserve System, and State Super- 
visors. 

6. Provision should be made for 


semi-annual examinations of all national 
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banks by the Federal Deposit Insur- 
ance Corporation, with the understand- 
ing that the banks are to pay for one 
examination and the corporation to 


absorb the cost of the other examina- 


tion, and with the further understanding 
that copies of all reports of examina- 
tion of national banks shall be fur- 
nished to the Board of Governors of 
ihe Federal Reserve System. 

7. Provision should be made for the 
annual examination by the Federal 
Deposit Insurance Corporation of all 
state chartered Federal Deposit Insur- 
ance Corporation member banks, the 
costs to be absorbed by the Corpora- 
tion, with the understanding that copies 
of the report of examination of Fed- 
eral Reserve System members shall be 
lurnished the Board of Governors of 
the Federal Reserve System, and copies 
o! the reports of examination of all 
state banks shall be furnished the State 
Supervisor of Banks. 

8. The State Supervisor should make 
an annual examination of all state 
chartered members of the Federal De- 
posit Insurance Corporation, and have 
authority to make special or supple- 
mentary examination if necessary, 
copies of all reports of examination of 
member banks to be furnished the Fed- 
eral Deposit Insurance Corporation. 
That the State Supervisors have author- 
ity to make semi-annual examinations 
of all state chartered banks that are 
not members of the Federal Deposit 
Insurance Corporation. That the cost 
of all examinations. above mentioned 
shall be paid for by the bank. 

9. After the above has been accom- 
plished, all supervision procedure in 
this country should be made uniform 
in its entirety. 

10. That all Supervisors, state as 
well as Federal, and all of those having 
to do with the management and opera- 
tion of banks, should have a part, either 
through correspondence or actual at- 
tendance, in the classes of the Ameri- 
can Institute of Banking, and in the 
Graduate School of the American In- 
stitute of Banking at Rutgers University. 

11. That all State Supervisors, in 
complete codperation with their educa- 


tional authorities and their banking 
associations most earnestly endeavor to 
organize annual bankers educational 
conferences for instruction in all lines 
of management and operation. Where 
a state’s resources along these lines are 
limited, or where it is otherwise advis- 
able to do so, that two or more states 
join in such endeavors, to the end that 
banking education may be earnest, con- 
sistent, periodical, and at all times 
thoroughly up-to-date. 

12. That every endeavor be made to 
have directors and employes know their 
own institution thoroughly and have a 
knowledge of banking generally; other- 
wise the former fails in directing and 
the latter in upholding the high calling 
of the profession. Every banking in- 
stitution should be properly repre- 
sented in the A. I. B. classes as well 
as at all bankers educational confer- 
ences. 


Necessity for Changes 


Why are these suggestions for our 
future made? 

First: Just so long as states have the 
authority to charter banking institu- 
tions—and I seriously doubt if this 
authority can be taken from them— 
they will have the responsibility and 
solemn duty of supervising these banks, 
and doing all that is possible to make 
them safe and sound for both deposi- 
tors and stockholders. 

Second: There is no just reason why 
the United States Government should 
have three separate agencies, all author- . 
ized to supervise banking institutions, 
when one agency could do a much 
better job and would receive the better 
support of the people as a whole and 
of Congress. 

Third: The logical Federal agent to 
perform this service is the Federal De- 
posit Insurance Corporation, as it is 
the only Federal agency that has a di- 
rect interest in all of the banks repre- 
sented. Its member banks must be kept 
sound, or the Corporation will fail. If 
the Federal Deposit Insurance Corpora- 
tion fails, it will be the death knell of 
private ownership of banks in _ this 
country. 
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EVERY TRUST DEPARTMENT 
SHOULD HAVE 


NEW BUSINESS 


FOR THE 
TRUST DEPARTMENT 


By 
T. T. WELDON 


Here in the pages of this book you 
will find everything you need to 
know about building upand main- 
taining the business of your trust 
department. Includes merchan- 
dising, advertising, selling and 
administration. Price... . $5.00 


Bankers PusiisH1nG Co.,465 Main St., Camaripce, Mass. 


— 
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IN WASHINGTON 


By Our WASHINGTON CORRESPONDENT 


UST at the time of year when most 

bankers were hopeful that they 

could relax their vigilance as to 
what Washington was doing to them, or 
fur them, it becomes necessary to 
s:rutinize even more sharply every 
niove, order, pronouncement, issued by 
Government officials at the National 
Capital. Events in Europe have had 
immediate repercussions in America, 
and especially in Washington. Bank- 
ig operations are very much a part of 
the world kaleidoscope now beginning 
to whirl. 

At this writing Senators and Repre- 
sentatives publicly declare their ad- 
herence to the Administration’s desire 
to change the Neutrality Act or 
sharply criticize efforts to amend it 
in any particular. Meanwhile the 
President has evoked the mandatory 
provisions of the much discussed law, 
declared that a state of “limited na- 
tional emergency” exists, and taken the 
first steps to put the nation on a war 
basis. 

Official eyes are turned on the na- 
tion’s security markets with some ap- 
prehension and then satisfaction, while 
the Federal Reserve Board and banks 
initiate machinery to hold Government 
bonds on even, if lower, levels, and is- 
sue reassuring statements. The Treas- 
ury Department foregoes its customary 
advance financing operations, and its 
Secretary calls in banking and financial 
experts to lend their counsel, while 
radios and tickers follow the war news 
and its reactions on national economy. 


Banking and the Neutrality Act 


In all of these moves banking plays 
a part since funds on deposit, in trusts, 
and invested, are most sensitive to the 


cataclysmic events transpiring in 
Europe. But banking is also intimately 
involved in the invoking of the Neu- 
trality Act, now so much discussed. 

Section 3 of this Act refers to bank 
credits. The President partially soft- 
ened some of the provisions, when he 
permitted “ordinary commercial credits 
and short-time obligations in aid of 
legal transactions and of a character 
customarily used in normal peace-time 
commercial transactions” to continue. 

At the same time, the Secretary of 
the Treasury was authorized to “ad- 
minister the provisions of this regula- 
tion and to promulgate such rules and 
regulations not inconsistent with law as 
may be necessary and proper to carry 
out such provisions.” 

The Secretary immediately appointed 
a special committee to work out a 
formula and to advise and consult with 
bankers in their extension of credit, and 


‘*As events move rapidly dur- 
ing periods of international 
stress and strain, authorities 
here emphasize that a most 
critical outlook confronts bank- 
ing. Objectives are obscured; 
the future is foggy, unclear. In 
the broad charting of the 
future, propaganda impedes and 
darkens, making truth difficult 
to find and identify. Here in 
Washington moves and motives 
can no longer be quickly pigeon- 
holed. There are those who 
would further regiment or con- 
trol banking and business on 
the excuse of national emer- 
gency.’’ 
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‘‘Whatever Congress may do 
in special session on the question 
of interpretation of what is 
neutrality, its presence will stir 
up pending banking legislation. 

*‘Bills which were partially 
discussed, such as the revision 
to the Federal Home Loan Bank 
Act, are likely to immediately 
‘come alive.’ Their proponents 
will look for and probably find 
opportunities during debating 
lulls to press for their passage.’’ 


to “advise in the administration of this 
regulation.” 

Under the chairmanship of Under- 
secretary of the Treasury Hanes the 
Secretary of Commerce and the Secre- 
tary of State assigned aides to put the 
advisory machinery in operation, ap- 
preciating that the extension of ordinary 
short-term credits or loans to belligerent 
governments held many pitfalls for 
bankers. For example, while the pres- 
ent bonds or other securities of the bel- 
ligerent nations could be bought and 
sold, future bonds and securities issued 
by these same governments can not law- 
fully be purchased or even handled 
without incurring heavy penalties. 
Bankers in doubt as to the extension of 
credits and the doing of business with 
the belligerent nations are advised to 
be sure of their status before going 
ahead. 

The powers of the Secretary of the 
Treasury, under the very broad lan- 
guage of the Neutrality Act, are exten- 
sive. It is admittedly possible to install 
a Treasury policeman in every bank to 
see that the law is strictly complied 
with. However, Undersecretary Hanes 
as chairman of the special committee 
has no expectation of moving thus dras- 
tically. He has said that he expects 
bankers, as patriotic citizens, to consult 
and advise. Said Mr. Hanes: 

“Tt will be my desire that the Treas- 
ury will administer the provisions of 
the Neutrality Act under Section 3 with 
the least possible disturbance to the or- 
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dinary legal transactions customarily 
used in normal peacetime business.” 


Danger Signal for Banking 


As events move rapidly during 
periods of international stress and 
strain, authorities here emphasize that 
a most critical outlook confronts bank- 
ing. Objectives are obscured; the 
future is foggy, unclear. In the broad 
charting of the future, propaganda im- 
pedes and darkens, making truth difl- 
cult to find and identify. Here in Wash- 
ington moves and motives can no longer 
be quickly pigeon-holed. There are 
those who would further regiment or 
control banking and business on tie 
excuse of national emergency. 

The fact is, that the European crisis 
flies a danger signal for banking. Al- 
ready there are those who feel that fur- 
ther steps should be taken toward na- 
tionalization of credit. This may ie 
necessary. It may not be. It is necvs- 
sary that bankers question, grow exceed- 
ingly critical. If-further steps in na- 


tional control of money and credit must 
come, bankers should see that they are 
safeguarded; that they do not pledge 


away their liberties for the future; that 
emergencies definitely end; that new 
laws are time-limited. 


Special Session Outlook 


Whatever Congress may do in spe- 
cial session on the question of interpre- 
tation of what is neutrality, its presence 
will stir up pending banking legisla- 
tion. The Wagner Resolution was 
passed but the Senate Banking and Cur- 
rency Committee has not as yet met. 
With Congress discussing and debating 
in the afternoons the mornings will 
probably be given over to the purposes 
of the resolution. 

Bills which were partially discussed, 
such as the revision to the Federal 
Home Loan Bank Act, are likely to im- 
mediately “come alive.” Their pro- 
ponents will look for and probably find 
opportunities during debating lulls to 
press for their passage. Other bills, 
passed by one House but not the other, 
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such as the Byrnes Bill to eliminate 
from assessment all interbank deposits, 
will be subject to expected maneuvers 
to secure final passage by the House. 

A host of banking bills have been 
introduced. Some of them have lost 
their appeal due to changed conditions 
of an economic nature in the world to- 
day. On the basis of past history, other 
hills will be presented and pressed, as 
more opportune at this time. Talk is 
heard in reliable quarters of a general 
banking bill, or a general revision of 
banking law, possibly as an outgrowth 
of the Wagner Committee Study. This 
is being seriously offered. 

The various laws on the statute books 
aflecting banking processes are now be- 
ing studied as to their obvious, as well 
as their hidden, powers. These include 
the Emergency Banking Act of 1933, 
the Securities and Exchange Act, the 
already invoked Neutrality Act, the 
Trading With the Enemy Act under 
which President Roosevelt once acted to 
close all the banks of the nation, pos- 
sible new uses of the huge Stabilization 
Fund, the Gold Reserve Act of 1934, 
the Transportation and Communications 
Act. In addition, the full use of the 
present powers to affect credit have not 
been utilized by the Reconstruction 
Finance Corporation and the Export- 
Import Bank. Both institutions fit into 
the present emergency period. 


NLRB Investigation 


While attention has been focused on 
Europe and on national reactions here 
of an economic and financial nature, 
machinery is being set up to investigate 
the National Labor Relations Board. 
Banking has a stake here inasmuch as 
the nation’s chief branch banking sys- 
tem has been ordered to comply with 
the Board’s decision that it can’t dis- 
charge one of its employes for alleged 
union activities. The special House 
Committee under Chairman Howard 
Smith, himself a national banker, has 
been presented with a file on the case 
which was decided against the Bank of 
America N. T. & S. A., which was re- 


cently ordered to reinstate the employe. 


In the meantime, the bank’s petition 
to the Board to reopen the case and 
allow a rehearing of some disputed 
points has been denied. It now appears 
that the next move will be an appeal to 
the U. S. Court of Appeals either by 
the Board to enforce its decision, or by 
the bank to have the Board’s decision 
set aside. 


Tax Proposals 


On the agenda for bankers is a tax 
bill. Some weeks ago Undersecretary. 
of the Treasury Hanes addressed a gen- 
eral letter to leaders in the banking, 
business and labor worlds asking for 
suggestions on a new tax bill which 
must be considered by the next regular 
Congress. The American Bankers As- 
sociation promptly responded and pre- 
sented to Treasury officials their pro- 
gram. This is now under consideration 
and will eventually be passed on to the 
House Ways and Means Committee 
which must put the Administration’s 
bill in legal form. 

Not a part of organized banking’s 
tax proposals, but nevertheless favored 
in some official quarters, is the old sug- 
gestion of a tax on national banks by 
states. Such a program was discussed 
in formal hearings by the House Bank- 
ing and Currency Committee. It may 
again be discussed. 


‘‘The European crisis flies a 
danger signal for banking. Al- 
ready there are those who feel 
that further steps should be 
taken toward nationalization of 
credit. This may be necessary. 
It may not be. It is necessary 
that bankers question, grow ex- 
ceedingly critical. If further 
steps in national control of 
money and credit must come, 
bankers should see that they are 
safeguarded; that they do not 
pledge away their liberties for 
the future; that emergencies 
definitely end; that new laws 
are time-limited.’’ 
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Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 
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New Personalities 


No picture of banking problems in 
the National Capital is fully under- 
standable without reference to outstand- 


ing personalities. It is an old news 
axiom in Washington that personalities 
make laws effective or obsolete. Secre- 
tary of the Treasury Morgenthau has 
enlarged the number of prominent 
strong-minded men, some of whom are 
definitely assigned to advise bankers. 
Others will, by their counsel, vitally 
affect banking operations. 

Banking and investment houses and 
universities have loaned their officials 
for an indefinite time in the public in- 
terest, Mr. Morgenthau said. He named 
the following: Dr. W. R. Burgess, vice- 
chairman of the National City Bank, 
who will be concerned with Government 
financing; Tom K. Smith, president of 
the Boatmen’s National Bank, who will 
advise on matters touching on national, 
state and savings banks; Earle Baillie, 
chairman of the Tri-Continental Cor- 
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poration, to aid in the study of inter- 
national capital movements. 

Three more close assistants have also 
joined the Treasury staff: Dr. Jacob 
Viner from the University of Chicago 
and Walter Stewart and Winfield Rief- 
ler, from the Institute for Advanced 
Study, Princeton, N. J. All six of these 
eminent bankers and economists have, 
at various times, been associated with 
Washington Governmental affairs, hence 
are familiar with the trends and back- 
grounds existent here. 

Among the supervisory officials, the 
initial weeks of the present sharp 
change in national affairs found Chair- 
man Marriner Eccles back at his desk 
from an interrupted vacation. Chiair- 
man Leo Crowley of the Federal De- 
posit Insurance Corporation and Comp- 
troller of the Currency Preston Delano 
stayed in Washington. Both were, how- 
ever, scheduled for attendance at the 
American Bankers Association Conven- 
tion in Seattle. 

© 


MONEY AND PURCHASING 
POWER 


ScHEMEs for systems that would make 
money easy to get, or for getting money 
without giving something for it, are 
the most prolific sources of trouble 
known to the business world. The 
only real purchasing power in_ the 
markets is that of the goods and serv- 
ices offered there. For proof of this 
ask the merchants of a farming region 
that has lost its crop, or inquire about 
a former mining district whose mines 
have been worked out. 

The idea that money is purchasing 
power in itself has come down from 
times when metallic money had sup: 
planted barter. In the United States 
itself through banks and clearing 
houses, and an actual scarcity of money 
is unknown. Currency in circulation 
is 50 per cent larger than in 1929, and 
demand bank deposits are 40 per cent 
larger, but the fallacy that there is nol 
enough money persists, and adds to 
the uncertainties that delay recovery.— 
Monthly Report, The National City 
Bank of New York. 
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ON 


THE WEST COAST 


By JouHN FaRNHAM 


ARS build some industries, ruin 
others; stimulate some classes 
in a population, tend to destroy 
others; and, in a broad economy like 
that of the United States, some sections 
are helped and others are hurt. For 
example among other things the Euro- 
pean War of 1914-18 built the mass 
production automobile and rubber in- 
dustries and dealt a death blow to semi- 
handicrafts, brought a degree of pros- 
perity to industrial unskilled and 
semi-skilled working groups and placed 
heavy burdens on white collar groups, 
and finally brought prosperity to the 
industrial Middle West at the same time 
that its aftermath was bringing bank- 
ruptcy to corn and wheat farmers. 
These conflicting forces, although 
they were all felt in the Mountain, Inter- 
mountain and Far Western States, had 
considerably less effect in this region 
than elsewhere in the United States 25 
years ago. The western economy at 
that time was rudimentary, while so- 
ciety was unformed and industry in- 
fantile. The war had little effect be- 
cause there was little for it to effect. 
All this is no longer true. During the 
last 25 years, particularly during the 
last 15, the Western United States has 
been growing rapidly and a major. war 
of several years duration, whether the 
United States becomes directly involved 
or not, will almost certainly make vast 
changes. What the net effect miay be 
is unpredictable, but some of the pieces 
which go to make up the puzzle are in 
clear outline. 


Aircraft and Motion Pictures 


Thus the aircraft industry of South- 
ern California is not much more ad- 
vanced today than was the Detroit auto- 
motive industry in 1914. In 1914 the 
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horse was still king of the highway and 
it was freely predicted he would remain 
so. The prediction might well have 
been right had it not been for the war, 
which in five short years sent the horse 
to pasture. Through the stimulus of 
war, the airplane builders may similarly 
retire the automobile. Should that de- 
velop the Los Angeles area, which cen- 
ters the nation’s air industry, could, 
and probably would, become a second 
Detroit. Yet while this was happening, 
the moving picture industry might well 
be knocked flat. The European market 
for pictures, already destroyed in the 
dictator countries, seems likely to he 
lost throughout Europe if the war lasts 
for six months. There is talk of re- 
placing this with South America, but 
that is hardly a realistic view. As a 
result Hollywood faces the probability 
that it will have to rely solely on its 
domestic market, which means a cut of 
40 per cent in gross, cheaper pictures 
and less employment for technicians 
and others below the rank of “star.” 
With television on the horizon, Holly- 
wood might not be able to withstand 
such weakening influences. Whether 
the gain from aircraft would replace 
the loss from moving pictures is purely 
conjectural, but that it would result in 
wide social changes in Southern Cali- 
fornia is obvious. 


Agriculture 


The outlook for Western agriculture 
is similarly clouded. Western farm in- 
come derives from three major groups: 
basic commodities (grains, beet sugar. 
meat, wool), fresh vegetables and 
fruits (citrus, apples, grapes, lettuce) 
and all kinds of canned fruits and 
vegetables. A long war should stimu- 
late both the price and the production 
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of base commodities, but its effect on 
the other two classes of the farm econ- 
omy is likely to be adverse. The export 
market which is exceedingly important 
to them is likely to disappear and 
whether the domestic market, even if 
stimulated by war wages, can replace 
the export market and at the same time 
take up an already existing slack in 
consumption is doubtful, especially as 
production costs and hence prices are 
certain to advance. The long range re- 
sult will be to unsettle land values with 
the probable concomitant that the 
wholesale lending policies of some of 
the Federal Government’s farm lending 
agencies will be translated into whole- 
ale losses. 


Mining, Lumber, Oil 


Twenty-five years ago big gainers 
from the war were the metal miners in 
the mountain and inter-mountain coun- 
iry and the-ship builders on the coast. 
They should also be gainers this time, 
but this advantage may be offset by a 
decline in lumbering operations in the 
Northwest, for which the outlook is said 
to be dark. Similarly, the war will 
probably cut gold production, unless 
the price is raised. But again there is 
an offset. This time in oil. A pro- 
tracted struggle would undoubtedly 
mean an end to proration schemes and 
possibly a runaway price for gasoline 
with consequent booms in sections of 
nearly every Western State. 

Looking at these different pieces of 
the Western industrial picture, it would 
seem that taken together the light and 
dark were about equally divided. This 
probably explains why there is no “war 
prosperity” psychology in the West. 
The most optimistic don’t expect much 
change one way or the other for six 
months and nearly every banker to 
whom this reporter has talked would 
just as soon have a “peace scare,” if 
for no other reason than that a long 
war will mean making difficult adjust- 
ments to rapidly changing values. 


Results of Three-Year War 


Leaving aside what the shifts may 
be in particular instances, the most 


marked and the most certain of all 
changes which a long war will make 
in the aggregate Western economy is 
the fact that it will make that economy 
self-contained. This trend toward self- 
containment has been going on for fifty 
years; during the past decade it has 
been sharply accelerated and a three- 
year war would complete it. This fol- 
lows because supplies of consumer 
goods from the Eastern industrial cen- 
ters would be diverted to war-markets 
and thus clear the way for the develop- 
ment of Western consumer goods manu- 
factories. Western manufacturers of 
textiles, clothing,. shoes; machinery and 
so on would find that they had an ex- 
clusive Western market, devoid of East- 
ern competition, in much the same way 
that the United States was able to usurp 
world markets as a.result of 1914. The 
end result would be to leave the West 
at the end of a three-year war on a 
markedly higher economic plane than 
it has yet reached. From this would 
stem an increase ‘in population, an in- 
crease in investment capital, and less 
political “liberalism.” Prophecy is a 
dangerous profession, but it wouldn’t 
do any harm to paste this in your hat. 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Edited by Ke1tH F. WARREN 


90 YEARS AGO 


The Bankers Magazine . . 


Moral Effects of Banking 

Banking also exercises a powerful 
influence upon the morals of society. 
It tends to produce honesty and punctu- 
ality in pecuniary engagements. Bank- 
ers for their own interest, always have 
a regard to the moral character of the 
party with whom they deal; they in- 
quire whether he be honest or tricky, 
industrious or idle, prudent or specu- 
lative, thrifty or prodigal, and they 
more readily make advances to a man 
of moderate property and good morals, 
than to a man of large property, but 
of inferior reputation. Thus the estab- 
lishment of a bank in any place imme- 
diately advances the pecuniary value of 
a good moral character. There are 
numerous instances of persons having 
arisen from obscurity to wealth only by 
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means of their moral character, and the 
confidence which that character pro 
duced in the mind of their banker. | 
is not merely by way of a loan or dis- 
count that a banker serves such a per- 
son. He also speaks well of him to 
those persons who may make inquiries 
respecting him; and the banker’s good 
opinion will be the means of procuring 
him a higher degree of credit with the 
parties with whom he trades. These 
effects are easily perceivable in country 
towns; and even in London, if a house 
be known to have engaged in gambling 
or smuggling transactions, or in any 
other way to have acted discreditably, 
their bills will be taken by the bankers 
less readily than those of an honorable 
house of inferior property—From an 
article on The English Banking System. 


570 YEARS AGO 


The Bankers Magazine . . 


National Banking in 1889 

The statistics recently made public 
by Comptroller Lacey, of the number, 
condition and resources of the national 
banks on the 12th of July, are of great 
interest. Of the 3,239 banks comprised 
in the system, 1,234 are located in the 
Western States, 804 in the Middle 
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States, 576 in the New England States, 
and the remainder in the Southern and 
Pacific States. Every year these banks 
are more equally distributed through 
the remoter parts of the country, the 
smaller banks showing a decided ten- 
dency to augment in numbers and in 
relative influence, to the advantage of 


BANKERS MAGAZINE for October, 1939 





agricultural and manufacturing growth, 
especially in the South and West. The 
commercial loans and discounts are 
reported by the Comptroller at $1,779,- 
000,000, founded partly on their own 
banking capital, and partly on the 
growing ‘volume of the deposits, which 
amount to $1,489,000,000, not counting 
the balances and deposits of other 
banks. It is one of the new features 
that the volume of these deposits, as a 
source of loaning power, has been 
growing in the central cities, and espe- 
cially in New York, more rapidly than 


ever before. The increasing prepond- 
erance of New York as a power in the 
financial world appears from the single 
fact that, although her national banks 
number only forty-five as compared 
with fifty-five in Boston and forty-four 
in Philadelphia, the aggregate cash re- 
sources of this class of institutions in 
New York amount, in round numbers, 
to no less than $97,000,000, against 
only from $17,000,000 to $19,000,000 
controlled by each of her rivals. The 
banking capital in Boston, however, is 
put down at $51,000,000, which is 
slightly in excess of New York. 


25 YEARS AGO 


The Bankers Magazine 


Co-operation in 1914 


Whether the European conflict ends 
speedily or drags on for a long time, 
the United States will suffer grave 
losses as a result of the struggle. Two 
or three of the combatants have long 
been the largest buyers of American 
products. They cannot buy so much 
now for a long time to come. More- 
over, some of our foreign customers 
cannot pay us what they already owe. 
We have also lost, for the time being 
at least, our ability to borrow money 
abroad, or to renew loans falling due. 
The derangement of credit has been 
world-wide and this has hurt us, if not 
so seriously as it has other countries, 
still all we care to bear. Prices have 
been put up because of the war, our 
revenues have fallen off, necessitating 
an increase of direct taxation, and many 
serious losses and inconveniences occa- 
sioned. All this refers to the purely 
material devastation wrought. The de- 
struction of other kinds is even more 
appalling. Nor will this ravage be 
repaired for long years to come. Men 
will toil and save almost endlessly be- 
fore the world will be again where it 
was economically when the war broke 
out. Probably the value of the lives 
lost and the property annihilated may 
never be replaced, and the world will 
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always be the poorer because in the 
mid-summer of 1914 reason gave way 
to force as a means of settling interna- 
tional differences. 

Here in the United States there is 
just one thing which serves to lighten 
to a slight extent the gloom of the pic- 
ture drawn above. For a number of 
years we have had an angry discussion 
of the relations between capital and 
labor, and more especially between the 
Government and large business units. . . 

It would perhaps be too much to 
say that the European war has allayed 
this antagonism altogether, but: there 
can be no question that much of the 
hostility has disappeared under the 
manifestation of readiness on the part 
of everybody to bear a share of the 
hardships the conflict has imposed upon 
us all. 

The glib denunciation of the rail- 
ways, of successful business, that once 
was received with willing ears now 
sounds painfully out of place. But 
yesterday the great directors of banking 
and enterprise were looked upon as 
public enemies; today they are called in 
the closest consultation with the people’s 
representatives to devise means of tid- 
ing the country over this grave emer- 
gency. And they are showing -an un- 
selfish devotion to the welfare of their 
country and every section of it. 
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INCREASING PERSONAL LOAN BUSINESS 


by R. E. DOAN and G. F. FOLEY 
Price $2.50 


The Chapters HE Personal Loan Department -has far 
greater possibilities than have hitherto 


. Who Borrows. Why They been realized. Mr. Doan and Mr. Foley 

Borrow recognize the human features of this department 
. Practical Operating Suggestions in its possibilities for service to the worthwhile 
citizens of the community but they have gone 
further in their investigation of the country’s 
successful Small Loan Departments to answer 
. Introduction to “THE the questions: How May Profits Be Increased? 

DENVER PLAN” How May Services Be Broadened? How May 

DENVER PLAN and Large Its Facilities Be Extended to Serve Business 
Firms as Well as the Individual? 


. Advertising Personal Loan 
Department 


Department Stores 


. DENVER PLAN and Small Besides these questions the authors as 

Retailers, Professions originators of the now famous “DENVER 
PLAN” present their experiences and set forth 
for the first time the entire operation of this plan 
which assists retail merchants to liquidate their 
FHA Mortgage Loans delinquent accounts. 


. Systematizing FHA Moderniza- 
tion Loans 


May we send you on 5 days’ approval a copy of 
INCREASING PERSONAL LOAN BUSINESS? 


BANKERS PUBLISHING COMPANY 
465 Main Street - Cambridge, Massachusetts 
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INVESTMENT 


and FINANCE 


Edited by OSCAR LASDON 


WAR AND SECURITY MARKETS 


S expected, the clash of arms in 
Europe was not without effect on 
our financial markets. Those who 

pelieved a repetition of 1914 experience 
was at hand were right but for an in- 
-tant. News of actual outbreak of war 
caused an initial weakness in domestic 
-ecurity markets, which was soon fol- 
lowed by a Aremendous upsurge in 
equity values. 

Broad purchasing of equities found 
its stimulus in prospective war orders 
for American industry and trade ex- 
pansion to be afforded by increased 
business from South American coun- 
tries, which could no longer he ade- 
quately serviced by belligerent Furo- 
pean nations. A large part of ‘this 
equity purchasing was fed by idle capi- 
tal ‘byt a good measure was also 
financed through the liquidation , of 
gilt-edge bonds and United States 
Treasury obligations. This shift caused 
a temporary but extremely severe dis- 
location’ in the bond market. 

The break in the Government bond 
market was marked by exceptionally 
heavy volume. Trading in Federal 
securities on the New York Stock Ex- 
change, which had been featured by 
dullness for many months, changed to 
feverish activity with the volume of 
transactions totalling over $72,000,000 
in one day’s turnoyer. This volume, 
of course, did not include greater activ- 
ity in over-the-counter markets. Most 
of the selling represented small blocks, 
coming from interior banks, trustees, 
foundations, and individual and cor- 
porate investors. Large commercial 
hanking institutions and life insurance 
companies refrained from liquidation. 
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Many inland banks apparently expected 
increased local demand tor credit 
accommodations and this accounted for 
their sale of “Governments.” 

Support for Treasuries was mainly 
provided by the Federal Reserve banks 
which sharply increased their holdings; 
such purchasing only resulted in swell- 
ing the already unprecedented volume 
of member bank excess reserve funds 
to an all time record of over five bil- 
lion dollars. After the first shock had 
been experienced, the market regained 
a measure of equilibrium and institu- 
tional purchasers made _ small-scale 
commitments. 

New flotations, naturally, were pre- 
cluded by reason of prevailing circum- 
stances. Just prior to the advent of 
the conflict, in view of the already com- 
plicated foreign situation, financing of 
new issues had been postponed. How 
long this stagnation in the capital 
market will continue is a matter of 
opinion, but some investment bankers 
are of the belief that it will terminate 
as soon as investors become accustomed 
to a state of war abroad. In view of 
the tremendous amount of excess re- 
serves, it is felt that money will con- 
tinue easy; that high grade refunding 
will be resumed but that such flotations 
will be supplemented by issuance of 
stock privilege or convertible obliga- 
tions. 

It might be pointed out that the de- 
cline in the bond market has at least 
been of benefit in some quarters. 
Numerous companies are having an 
opportunity to repurchase their own 
bonds for sinking fund purposes below 
redemption prices. Prior to the market 
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reaction, most of these issues would 
have had to be called by lot. As things 
now develop, tenders will be invited 
with the result that substantial savings 
will accrue to the corporatiors con- 
cerned. 


BRITAIN’S FINANCIAL STRENGTH 


To meet the economic strain of the 
war the British Government has ordered 
the mobilization of its financial re- 
sources. All British residents have been 
required to turn over their holdings of 
gold to the Treasury while registration 
of ownership of foreign securities has 
also been demanded of British citizens. 
Transactions in foreign securities are 
prohibited without special permission. 
All of these measures have been adopted 
to assure the government of sufficient 
foreign exchange with which to pur- 
chase the necessaries of'war in foreign 
markets. 

Reviewing 


of 


the gold resources 


Great Britain, we find that private 
holdings, as well as the reserve of the 
Bank of England, have been acquired 
by the Equalization Account. It is esti- 
mated that about two and one-quarter 


billion dollars of the precious metal is 
available. To this sum may be added, 
each year, approximately six hundred 
million dollars of gold produced an- 
nually throughout the Empire. 
Sequestration of holdings of foreign 
securities has removed from the Ameri- 
can security markets the possibility of 
panicky selling from European sources. 
Liquidation of commitments will be 
undertaken only under the direction of 
the British Government; it is expected 
that such disposition will receive the 
assistance and codperation of our own 
Federal agencies, including the Securi- 
ties & Exchange Commission and the 
Treasury Department. The method of 
liquidation, at this writing, is as yet un- 
known although it has been ventured 
that investment trusts might be organ- 
ized to assist in such distribution. Al- 
though British holdings of our securities 
do not approach the total existing at 
the time of the World War sizable 
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financial operations will: occur if the 
present conflict is prolonged. 


~~ 


PRIVATE PLACEMENTS 


A discussion of “Investment Bank- 
ing” in the September issue of For- 
tune magazine presents two main rea- 
sons for the growth of private place- 
ments of corporate securities. Ac- 
cording to Fortune, “big corporations 
that know their way around the Street 
see no reason for giving a_ banking 
syndicate an tunderwriter’s spread 
when all that the syndicate manager 
has to do is line up a few insurance 
companies over the telephone. The 
big corporations can do that them- 
selves. Second, private placemert 
eliminates at a stroke the travail and 
expense of SEC registration and the 
uncertainties of the bond market. . . .” 

Regarding the shortcomings of this 
arrangement, Fortune states that “no- 
body is particularly happy about pri- 
vate placement, however. The insur- 
ance companies wonder whether they 
can legally resell to the public bonds 
that have not been registered. The 
issuing corporations are depriving 
themselves of the chance to retire their 
indebtedness by open-market _ pur- 
chases in the event that bond prices 
fall. The SEC does not like the prac- 
tice, partly because it bypasses the reg- 
istration process, partly because it 
seems likely to ruin the investment 
banker, whom the SEC declares it de- 
sires to protect. As for the banker, his 
objections are obvious enough. He 
legitimately argues that at present he 
labors under a grave disadvantage. If 
any issues are to be registered, he 
claims, all issues should be registered. 
The problem will certainly come up 
when the bankers appear to testify be- 
fore the Temporary National Economic 


Committee (Monopoly Committee) this 
fall.” 


—_— 


BOND NOTES 


A recent address by Edgar A. Bering, 
vice-president of the Walker Bank & 
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EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 
McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 


Forty-Two Broadway, 


Trust Company of Salt Lake City, on 
the subject of “Bank Investment Pol- 
icy,” dealt admirably with many impor- 
tant fundamentals governing successful 
portfolio management. Calling atten- 
tion to the foolhardiness of speculative 
policy, Mr. Bering pointed out that: 
It is doubtful whether banks can realize 
on their investments over a period of years 
i return above the average market yield on 
the securities in which their funds are in- 
vested. I am informed that a study of op- 
erating ratios of member banks of the New 
York Federal Reserve District indicates 
that in the long run few banks have been 
able to make money from in and out trad- 
ing, and that the purchase of securities for 
income has been the more profitable course. 


Regarding the question of a bond re- 
serve, Mr. Bering stated that: 


If and when changes in the portfolio cre- 
ate a profit from the sale or redemption of 
specific issues the profit should be placed in 
a bond reserve account rather than credited 
to the earnings of any single period or 
used for any other purpose. The bond re- 
serve account should also be debited when 
it is desirable to accept certain losses. The 
transfer of portions of this reserve to un- 
divided profits or surplus account should be 
made only when experience has given some 
definite measure of the amount which it is 
necessary to maintain to prevent deprecia- 
tion from exceeding the reserve. 

A bond reserve performs other important 
functions in addition to preventing impair- 
ment of capital during a crisis. At times 
it prevents losses and write-offs from cut- 
ting too heavily into the earnings of a par- 
ticular period, It is a means of spreading 
inevitable losses more evenly over the years. 
Even when the market of a portfolio is 
fairly near the book value, the existence of 
a reserve enables the banker to manage his 
list without having to worry whether items 
that should be liquidated are selling below 
their book values. 


New York City 


According to Mr. Bering: 

Careful consideration of the reserve pro- 
gram at regular intervals will serve to 
keep the officers constantly aware of the 
degree of risk contained in its security hold- 
ings, and might lead to strengthen the in- 
vestment position. A reserve program 
should be carefully worked out so that it is 
clearly defined and with some degree of 
flexibility, which enables the bank to intel- 
ligently determine suitable appropriations 
and revise its objectives. Without one the 
chances are that the appropriations to re- 
serves will not be regular nor adequate. 
A plan of this type should include deci- 
sions, always subject to revision, on the 
following major points: 

(a) Source of reserve appropriations 

(b) Extent of reserve objective 

(c) Rate of accumulation 

(d) Method of calculating appropriations 

(e) Allocation or method of carrying 
reserves. 


The speaker’s statement that banks 
are trustees for depositors and that this 
trust is their first responsibility accu- 
rately portrays the social consciousness 
of commercial bankers throughout the 
country. — 


BANK EARNINGS 


Judging by the sharp advances in 
the prices of New York City bank 
stocks, better commercial bank earn- 
ings are apparently in prospect. Fed- 
eral Reserve member bank statistics are 
showing a good gain in commercial 
loan figures and many institutions are 
receiving an increasing number of ap- 
plications for accommodations from 
manufacturers. A substantial rise in 


THE BANKERS MAGAZINE for October, 1939 327 





business for banks handling consumer 
credit is also anticipated. 

It is interesting to observe/that many 
of the larger city institutiens are no 
longer as interested in granting loans 
of the three to ten year variety, which 
have been the topie of much recent dis- 
cussion. Evidently, a belief exists that 
ordinary short-term demand is going to 
rise appreciably. In? addition, there is 
the likelihood that, because of the boom 
in commodity prices, more funds will 
be needed to carry inventories. ’ 

That the banks are adequately 
equipped to handle larger demands 
from trade and industry is hardly 
questioned. Chairman Eccles of the 
Federal Reserve Board has remarked 
that the tremendous excesg banking re- 
serves assure a plentiful supply of 
credit and a continuation of easy 
money. He maintained that there was 
“no justification for anticipating the 
development of conditions to to war 
abroad that would lead to credit string- 
ency and thus to higher interégt rates 
on bank loans, mortgages and ‘other 
borrowings. In other words, the great 
volume of excess funds in relation te 
potential borrowers assures the con- 
tinuation of easy money indefinitely.” 


—_ 


INVESTMENT COUNSEL 


The importance of investment coun- 
sel organizations in our financial 
economy has been disclosed in a report 
of the Securities & Exchange Commis- 
sion just submitted to Congress. The 
report covered a,total of 394 firms and 
revealed that 5) of this number super- 
vised or gavé investment advice to 
clients with funds aggregating approxi- 
mately four‘billion dollars. 

According to the survey, a} vital 
problem of the investment counsel in- 
dustry may be found in the presence of 
some unqualified individuals, lacking 
financial responsibility, who constitute 
a menace to both the investor and the 
industry itself. The necessity for elim- 
inating conflicts of interest between in- 
vestment counsel services and the in- 
terests of clients was also reviewed. [I 
this connection, it was ‘stated that somé 
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representatives in the field felt that 
there should be a complete divorce- 
ment of investment counsel from the 
directorships of corporations. It was 
pointed out that “The fiduciary obliga- 
tion of the director to the corporation 
and stockholders might dictate one 
course of conduct which was to the best 
interests of the corporation but which 
might be inimical to the interests of in- 
vestor clients holding securities in the 
corporation. Stress was placed by 
some of these representatives upon the 
fact that any affiliation between the cor- 
poration and investment counsel organ- 
ization through directorships might be 
an impediment to a disinterested ob- 
jective or critical attitude toward ar 
investment by clients in that corpora- 
tion.” 


_ 


BARTHOLOMEW TO BLAIR 


Eliot K. Bartholomew well known in 
banking investment circles, has been ad 
vanced to the position of assistant vice- 
president of Blair & Company, the 
former Bancamerica Blair organization. 
Mr. Bartholomew, who is a graduate of 
the Harvard School of Business, started 
his financial career with the Wall Street 
Journal. Subsequently, he was asso- 
ciated with Wood, Struthers & Company 
as railroad-analyst. Prior to his pres- 
ent association; he occupied an execu- 
tive position at Shields & Company. 


10) 

ve 
To my way of thinking, the develop- 
ment of more constructive public rela- 
tions for the banks of this country has 
only just begun and will continue ac- 
tively as a major project for the bank- 
ing profession for many years to come. 
In fact, we cannot afford to become 
“smug” and. “self-satisfied” about the 
success we have had with the program 
up to date, but rather we must plan a 
degree of permanency for it so that we 
will never again face such a mis- 
informed public as we have in this past 
decade.—S. N. Pickard, president, Na- 
tional Manufacturers Bank, Neenah, 


Wis. 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY 


EPTEMBER’S beginning _ brought 
with it an outbreak of war in 
Europe—Poland, Great Britain and 
France on one side, and Germany on 
the other. Turkey aligned itself with 
the opponents of Germany, while Italy 
and Russia remained neutral, at least 
in the earlier stages of the conflict. 
The later attitude of these two coun- 
tries was not clearly revealed, at first, 
but it is generally considered that their 
course will be of profound influence on 
the character of the struggle. 
Naturally, the breaking out of war 
in Europe has deranged nearly all the 
ordinary operations of trade and 
finance, shipping being very seriously 
affected, as are also currency and finan- 
cial relations between the belligerents 
themselves and the neutral nations as 
well. The exportation of gold has been 
put under control in France, exchange 
restrictions invoked, and capital exports 
curtailed. Sterling, which just prior 
to the beginning of the war was quoted 
at 4.68 in terms of American dollars, 
quickly fell to below 4.00 with the 
withdrawal of the support of the 
British Equalization fund. Exchange 


pressure has been evident against 
the French franc and the belga of 
Belgium and to a slighter extent 
against Dutch guilders and some other 
European currencies, 


Manifestly, any review of conditions 
in the various countries of Europe as 
they existed before war began would 
be largely altered by supervening de- 
velopments, and it is as yet too early 
in the conflict to tell what these may 
reveal. Should the war continue, the 
result is likely to be an increase in pro- 
duction and trade in the United States, 
and in most of the countries of Latin 
America also. Already, in the United 
States, commodity prices are showing 
signs of advance, although surplus 
stocks are large enough to supply both 
the home and domestic demand. 


At the outbreak of war, the President 
applied the provisions of the Neutrality 
Act, prohibiting the shipment of arms 
and munitions to the belligerents, but 
it was expected that a special session 
of Congress would modify the law or 
repeal it outright: As of September 10, 
Canada was in a state of war with Ger- 
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many, so that the Neutrality Act has 
been applied to that country. 

On the financial side, this country is 
prohibited by the Johnson Act from 
making loans to countries in default 
on their debts to. the United States, 
though this restriction does not prevent 
the granting of ordinary commercial 
credits. A factor of importance to 
Great Britain especially consists in 
the large amount of gold held for the 
account of that country in New York, 
and the British investment in American 
securities, both items being available 
to afford to England a financial re- 
source in its war operations. 

The military and diplomatic aspects 
of this unfortunate struggle are out- 
side the province of THE BANKERS Mac- 
AZINE. Effects upon international trade 
and finance must be devastating should 
the war be prolonged. Before com- 
plete recovery had been made from the 
last World War, the possibility of fac- 
ing another must exercise a depressing 
influence on the life of all nations. 


~~ 


SCOTCH BANK “INVADES” 
LONDON 


RECENT issue of The Economist 

carries an article entitled “The 

Scottish Banking Invasion,” refer- 
ring specifically to the acquisition of 
the old and well-known house of Glyn, 
Mills & Company by the Royal Bank of 
Scotland. Prior to this acquisition, the 
Royal Bank had a foothold in London 
through the purchase of Drummonds 
Bank and the private business of the 
Bank of England’s West End branch. 
Through its latest extension, the Royal 
Bank acquires a prominent location in 
the City itself. What this latest move 
means is thus explained by The 
Economist: 


The acquisition of Drummonds Bank in 
1924 gave the first hint of a new era in the 
long history of the Royal Bank, which on 
only one previous occasion since its foun- 
dation in 1727 had grown by absorbing an- 


other bank; that was in 1864, when it 
acquired the Dundee Banking Company. 
In 1930 came the first big “coup,” the 
acquisition of a controlling interest in Wil- 
liams Deacon’s Bank, and with it a sub- 
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stantial stake in the fortunes of Lancashire 
and of the industrial Midlands. * * * Now 
comes the deal with Glyn, Mills, which will 
further broaden and diversify the basis of 
interests on which the Royal Bank rests. 
It is only at isolated and comparatively un- 
important points that the present interests 
of the two institutions touch. By its con- 
trol of Glyn, Mills the Royal Bank will thus 
be tapping an almost new clientele, which 
includes most of the home railway com- 
panies, the principal accounts of the fight- 
ing services and such important companies 
as the Vickers group and the Hudson’s 
Bay Company. The deal should certainly 
give greater stability still to the earning 
powers of an institution which on its rec- 
ord is already a syinbol of solidity. 

The reasons which have drawn Glyn, Mills 
within the orbit of the Royal Bank of Scot- 
land are clearly not to be found in a desire 
or need for support. ‘The house of Glyn, 
Mills may be the last of the private banks 
in the clearing house, but it has never been 
stronger than it is today. As the last of 
the big private banks it has, in fact, drawn 
some benefit from the amalgamation move- 
ment which has created the somewhat im- 
personal mammoths of the joint-stock bank- 
ing world. That personal element in the re- 
lations between Glyn, Mills and their cus- 
tomers is happily a feature which will re- 
main wholly undisturbed by the link-up with 
the Royal Bank of Scotland. Indeed, it is 
so essential a part of the goodwill of the 
business that the purchaser would be very 
ill-advised to tamper with it in any way. 
The reason for this deal, viewed from the 
Glyn, Mills’ side of the table, is rather to 
be found in the nature of the bank’s capi- 
tal. The liability on the stock is unlimited, 
and for that reason difficulties must occur 
when attempts are made to convert it into 
cash—a process which is all too often called 
for by the claims of death duties. In the 
hands of a corporate body such as the Royal 
Bank of Scotland this disadvantage of un- 
limited liability will never become apparent 
—and it is in this particular case the only 
disadvantage, since it would need an unim- 
aginable succession of disasters to convert 
the potential into a real liability. In this 
mutuality of interests the two parties found 
the basis of a deal favorable to each. And 
since they both are imbued with the same 
tradition of personal, conservative banking, 
it was not found too difficult to translate 
that mutuality of interests into the aetual 
operation which has now been arranged. 

On its completion the deal will not fun- 
damentally alter the picture presented by 
the structure of banking in Scotland. It 
will merely emphasize some of its light and 
shade. The leadership of the Royal Bank 
of Scotland must be increased by it, though 
not to the point of dominance. For the rest 
there are the three other independent insti- 
tutions, which retain a sturdy individu- 


THE BANKERS MAGAZINE for October, 1939 





The Rank of the Piilippine Islands 


ESTABLISHED 1851 


CAPITAL 
Authorized P10,000,000.00 
Fully Paid P6,750,000.00 

(US$1.00=P2.00) 


CABLE ADDRESS: BANCO 


HEAD OFFICE: MANILA 


BRANCHES 
Cebu, Iloilo, Zamboanga 


IH Ki Hl a 
EIGHTY YEARS 


and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 


\ 


description in a country which, like the Philippines, is developing rapidly and offers considerable opper- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


ality of their own. Two of these, the Bank 
of Scotland and the Commercial Bank of 
Scotland, have their headquarters in Edin- 
burgh, while the Union Bank of Scotland 
operates from Glasgow. Then there are the 
two subsidiaries of the Midland Bank, the 
Clydesdale Bank, affiliated in 1920, and the 
North of Scotland Bank in 1924. Despite 
the common ownership of their capital, there 
are features in the management and the 
business of each of them that have militated 
against a complete merger.. The National 
Bank of Scotland has since 1918 been affili- 
ated with Lloyds Bank. Finally there is 
the British Linen Bank, which since 1919 
has been controlled by Barclays Bank. Of 
Scotland’s eight banks, half are thus inde- 
pendent and half are subsidiaries of Eng- 
lish institutions. But the independents in- 
clude the three largest banks, which are 
(in order of size, according to balance- 
sheet totals) the Royal, the Commercial and 
the Bank of Scotland, and the independent 
group consequently disposes of nearly 60 
per cent. of the total resources of the 
whole system. These eight institutions pro- 
vide Scotland with as vigorously competi- 
tive and yet as soundly conservative a bank- 
ing system as could be desired. 


SWITZERLAND 


THE importance of Switzerland as an 
industrial and exporting country is 
made the subject of an interesting arti- 
cle in the Bulletin of the Swiss Bank 
Corporation. It refers to the Swiss Na- 
tional Exhibition of 1939 (May 6 to 
October 29, 1939) as “a profession of 
faith in the future, a.splendid expres- 
sion of purpose and energy on the part 


Inquiries and correspondence invited. 


of a small country of four million in- 
habitants.” 


Situated in the centre of Europe, having 
neither colonies nor direct access to the sea, 
Switzerland numbers 4,077,099 inhabitants 
(1930 census) and has a superficial area of 
41,295 kilometers. The density of popula- 
tion is thus 98 persons to the square kilo- 
meter, which is increased to 127 if only the 
productive area of the country is taken into 
account. The country is thus essentially a 
commercial and industrial state. The last 
official census (1930) showed that about halt 
the population, viz. 1,942,626 persons, were 
employed in some form of economic activity 
divided as follows: 45 per cent in industry 
and trade, 22 per cent in agriculture, 10 
per cent in commerce, banking and assur- 
ance, 7 per cent. in domestic service, 5 per 
cent in administrative services and the lib- 
eral professions, 5 per cent in the hotels, 4 
per cent in communication and transport 
services and 2 per cent in various institu- 
tions. 


Switzerland was early conscious of the 
necessity of devoting her attention to the 
export trade. Today the principal indus- 
tries find a market abroad for the greater 
part of their products. Through adopting 
a policy of specialization it was found pos- 
sible to achieve this result; through reduc- 
ing costs, Swiss manufacturers have been 
able to compete successfully in the world’s 
markets against the more favored industries 
of larger countries, with raw materials and 
a sufficient domestic market at their dis- 
posal. They turned first to the manufactur- 
ing processes required for those raw mate- 
rials (e. g. cotton, wool, cacao) which owing 
to incidence of overseas freights cost no 
more in Switzerland than in other competing 
continental countries. Likewise Swiss manu- 
facturers devoted their efforts to the work- 
ing up or finishing of costly materials and 
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such raw and semi-manufactured products 
as, could easily bear the cost of transport, 
into high quality goods which required great 
scientific or technical experience and spe- 
cialized, highly paid labor. The more costly 
goods are for the most part specialties with 
which it is difficult to compete, and are in 
general less affected than others by protec- 
tive measures adopted abroad. Thus there 
came into being the Swiss chocolate and 
condensed milk industries, and the watch- 
making, chemical, machinery, textile indus- 
tries, including embroidery, silk ribbons and 
in a word all the Swiss export industries. 

The excellence of the Swiss hotels and 
the scenic beauty of the country are too 
well known to require extended men- 
tion. 


_ 


ICELAND 


WiTH so many countries involved in 
war, tourists will have to direct their 
attention to those that are still peaceful. 
While the name “Iceland” probably 
awakens a sense of cold in the average 
person, even this would not be unac- 
ceptable when portions of America are 
sweltering in the heat of summer, and 
even the winter climate of Iceland is 


much less forbidding than its name 
might imply. It may further interest 
Americans to learn that from January 
to June the exports of Iceland to the 
United States were exceeded only by 
those of Great Britain, and that by a 
trifling amount. 

Iceland has a bank of issue, the Na- 
tional Bank of Iceland, which also has 
a savings department. Other banks are 


the Fishery Trade Bank of Iceland 
Limited, and the Rural Bank of Iceland. 


~~ 


INTERNATIONAL BANKING NOTES 


BanK OF MonTREAL (Montreal, Can- 
ada)—The vacancy in the presidency 
of the Bank of Montreal, caused by the 
recent death of Sir Charles Gordon, has 
been filled by the election of Huntley 
R. Drummond to that office. Mr. 
Drummond has been vice-president of 
the bank for twelve years, and a direc- 
tor since 1912. His father, the late Sir 
George Drummond, was president from 
1905 to 1910. 


SERVICE CHARGE NEGLECT 


I BELIEVE that our experience indicates 
that the public has come to realize that 
banks cannot be expected to render 
without charge services which involve 
expense to the bank. In view of this 
fact, the banks which fail to give con- 
sideration to the question of service 
charges are neglecting a phase of man- 
agement which has grown increasingly 
important within the last five years. 

In New York our state institutions 
have succeeded in supplementing their 
earnings materially from this source 
of income. Reports for last year indi- 
cate that our New York state institu- 
tions, excluding twenty-one trust com- 
panies with deposits in excess of fifty 
million dollars, realized from service 
charges 514 per cent of their gross 
operating income. I understand that 
Iowa banks have been even more suc- 
cessful and that in 1938, 7.6 per cent 
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was derived from service charges. 
These figures by themselves are suf- 
ficient to indicate that the average bank 
cannot afford to overlook the possi- 
bility of providing services which are 
useful to the public and for which 
customers are willing to pay.—William 
R. White, Superintendent of Banks, 
State of New York. 


© 


THE requirements of the depositor come 
first. When the desire for profit comes 
first the position of the depositor is 
weakened. Profit must come from in- 
terest and the interest must not come 
from unsound loans or unsound invest- 
ments in which primary safety is sec- 
ondary to high interest return.—Joseph 
M. Dodge, president, The Detroit Bank, 
Detroit, Mich. 
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Head Office: Montreal 


New York Agency:64 WallSt. | Chicago Office: 27 South La Salle St. 
San Francisco Office: 333 California St. 


Current Conditions in Canada 


HE Bank of Montreal Business 


Summary for September 22 reports 
on Canadian business conditions 
as follows: 

“The deepening of the shadow of the 
impending war had an adverse effect 
upon business in the second half of 
August, and since the war began the 
business community has been engaged 
in the task of adjusting itself to the 
new conditions. The process presents 
difficulties, as the price level has not 
been stabilized and in many cases firms 
are losing the services of key men sum- 
moned to war activities of different 
kinds. But there are good grounds for 
optimism about the business outlook for 
the coming months. 

“There is already indicated a marked 
increase in industrial activity, princi- 
pally through the speeding up of orders 


for munitions and war equipment, and 
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when, as is confidently expected, further 
large orders for munitions are placed 
by a British mission which has lately 
arrived in Canada, there should be few 
firms equipped for this particular class 
of work which will not be very busy. 

“The additional wages which will be 
paid in industry, the large augmenta- 
tion of agricultural income in the West 
and the very considerable sums of 
money which will be disbursed by the 
Federal Government in the form of pay 
to the armed forces and in the provision 
of equipment for them will all combine 
to produce a substantial increase in the 
national income which can scarcely fail 
to stimulate general business. 

“With the return of holiday-makers 
at the end of August, retail trade in 
the cities and towns has been improv- 
ing. On the outbreak of war there was 
some increase in the demand for certain 
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commodities, for hoarding, but alarms 
about a possible shortage proved to be 
unfounded and retail business has now 
resumed a more normal course. .. . 

“The enlargement of Canada’s export 
trade continued in August, when it 
reached a value of $110,000,000, an 
increase of 31.7 per cent over August, 
1938. During the eight months to 
August 31, exports of Canadian prod- 
ucts rose from $541,500,000 to $663.,- 
000,000, a gain of $121,500,000 or 22.4 
per cent. ... 

“A downward trend in current loans 
marked the combined statement of the 
chartered banks for the month of July, 
there being a decline of $7,663,000. 
Deposits in foreign banks were down 
at the same time by $29,504,000. The 
banks reduced their holdings of govern- 
ment and other securities by a little 
under five million dollars. Debits to 


individual accounts in August amounted 
to $2,389,000,000, as compared with 
$2,371,000,000 in August 1938... . 


Exchange Control Board 


“The Government has created a 
Foreign Exchange Control Board 
equipped with powers to regulate and 
control foreign exchange transactions. 
The Bank of Canada whose Governor is 
its chairman has been appointed techni- 
cal adviser to the Board and also acts 
as its banker and agent in dealing with 
foreign exchange. The decision has 
been reached that a policy of foreign 
exchange control is indispensable to 
the successful organization of Canada’s 
national war effort. The Board has 
been given very wide powers over all 
dealings in foreign exchange and all 
remittances sent abroad by Canadians 
and also authority to license all imports 
and exports, including money and 
securities, whoever the owner may be. 
The chartered banks and the post offices 
are required to act as agents in carrying 
out the regulations of the Board about 
exchange transactions and at intervals 
the Board will announce the rates at 
which exchange may be bought and sold 
within the regulations as issued.” 


How Canada will be affected by the 
war with Germany is thus outlined in 
the September issue of the Monthly 
Commercial Letter of the Canadian 
Bank of Commerce: 

“In Canada, as elsewhere, important 
changes are taking place in the char- 
acter of business, but with less disturb- 
ance than at the outbreak of war in 
1914. The shifts here are now also 
more extensive, for one reason because 
the national economic structure is 
much larger (and, incidentally, much 
stronger) than on the last occasion of 
a clash in Europe. The fact should be 
stressed, however, that a year’s respite 
from war gave political authorities and 
business and financial executives time 
to design plans to readjust their opera- 
tions to the changes consequent upon 
war. In fact, the measures now being 
taken are patterned upon those devel- 
oped during the 1914-18 period which 
provided ample protection to the na- 
tional economy, while allowing the full- 
est possible scope for private enterprise. 

“It goes without saying, of course, 
that new strains are to be exerted upon 
the world politico-economic system, but 
there are good grounds for confidence 
that the Canadian sector is equal to the 
pressure.” 


Industrial Activity 


Industrial activity in the Dominion 
has advanced by 11 per cent over the 
first quarter of the year, according to 
the Bank of Commerce index, and in the 
major agricultural areas of the country 
crop conditions are found to have shown 
improvement. 

Under the early war influences the 
behavior of prices was less violent than 
might have been expected. Precedent 
was followed in the active demand for 
such war commoditis as wheat, sugar. 
fats, oil, cocoa, copper, silk and rubber, 
“but the withdrawal of official support 
of sterling with a consequent break 
in the pound had the effect of lowering 
the price of certain commodities which 
are controlled by Britain or countries 
whose currencies are tied to sterling.” 
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BOOKS for BANKERS 


THE AVAILABILITY OF BANK CREDIT 
1933-1938. By Lewis H. Kimmel. 
New York: National Industrial Con- 
ference Board, Inc., 247 Park Avenue. 
1939. Pp. 146. $3.50. 

Tus survey of credit facilities in the 

United States is based upon confidential 

reports from 1,755 business and indus- 

irial concerns of all sizes. After a 

summary of banking developments, 

especially legislation affecting banking, 

during the five-year period from 1933 

to 1938, the 1,755 reports are analyzed 

in detail. Particular attention is given 
io the 154 cases where there was refusal 
or restrictioon of credit by the banks. 

Refusals and restrictions are examined 

by size, industry, debtor status and 

credit rating of the concern affected, by 
the purposes for which credit was re- 
quested and the kind of security offered. 

An examination is also made of the 
industrial advance programs under 
which the RFC and the Federal Reserve 
banks are empowered to make loans to 
commerce and industry. A chapter is 
devoted to a consideration of the exist- 
ing facilities for financing small enter- 
prise, and of the practicability of pro- 
posed legislation to improve those 
facilities. 


INVESTMENT COUNSEL ANNUAL. New 
York: Investment Counsel Associa- 
tion of America, 90 Broad Street. 
1939. Pp. 192. $1.25. 

Tuts is the second publication issued 

by the Association, and contains papers 

and addresses presented at its second 
annual convention held May 4th in New 

York City, also the complete “Report 

of the Special Committee for the Study 

of Qualifications.” 
In addition to the report, contents 
include the following addresses: A Per- 


sistent Delusion, by Henry W. Dunn; 
Investment Counsel Look at Them- 
selves, by Rudolf P. Berle; The Func- 
tion of Investment Counsel in a Chang- 
ing Economy, by David Friday. Papers 
presented include: Stock Ownership by 
Managements of Leading U. S. Cor- 
porations. by Brevoort Stout; Bond An- 
alysis—A Method for Determining 
Quality, by Jabez-H. Wood; A Mining 
Engineer’s Appraisal of Gold and 
Silver, by Percy E. Barbour; Relation 
of Investment Policy to Result of the 
25 Largest U. S. Fire Insurance Com- 
panies, by Dwight C. Rose. 


Ranp McNatiy Bankers Directory, 
FinaL 1939 Epition. Chicago: Rand 
McNally & Company. 1939. Pp. 
2,390. $15.00. 


ACCURATE as to every bank’s latest 
statement, official personnel, directors 
and correspondents, this Final 1939 
Blue Book takes care of all bank 
changes this past year—changes which 
continue to take place on an average 
of about 41 a month—new banks, dis- 
continued banks (closings, mergers, 
absorptions, changes in title, location, 
etc.) 

Two lists, revised and added to, are 
of especial interest to bankers: First, 
a list of the nearest banking points to 
non-bank towns; and, second, a five 
year list of discontinued bank titles 
(through closings, merger’s, absorp- 
tions, etc.) 

All general information has been 
revised and added to as of August, 1939 
—FDIC status of banks; all government 
banking agencies, location and_per- 
sonnel; bank associations; selected list 
of investment dealers, and a list of 
commercial banks with total resources 


of $25,000,000 and over. A list of at- 
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torneys for every county in the United 
States, Province of Canada, and prin- 
cipal foreign cities is included. Foreign 
bank information has also been brought 
up to date, and the latest Rand Mc- 
Nally maps of foreign countries will 
be of great interest at this time. 


SMALL Loans: AN INVESTMENT FOR 
Banks. By Walter B. French. Cam- 
bridge, Mass.: Bankers Publishing 
Company, 1939. Pp. 48. $1.50. 

THE author, vice-president of The 

Trust Company of New Jersey, Jersey 

City, New Jersey, gives many practical 

suggestions of interest to bankers who 

already have, or who are contemplating 
starting, a small loan department. 

The experience of personal loan 
companies, industrial loan banks and 
commercial bank small loan depart- 
ments is summarized, including costs, 
ratio of loss, etc. Types of small loans 
are analyzed, with operating sugges- 
tions for each given. Information is 
included on the potential field for small 
loans, the legal side of this service, the 
advantages of a separate department, 
types of borrowers, necessary detail 
and costs involved, and a reading list 
of books, articles and pamphlets on the 
subject. 


Business Cycies. By Joseph A. Schum- 
peter. New York: McGraw-Hill Book 
Company. 1939. Pp. 1095. (Two 
volumes.) $10.00. 


In the two volumes which comprise this 


study, the author presents a _ fresh 
analysis of the causes and the mechan- 
ism of business cycles together with a 
detailed discussion of statistical and his- 
torical material covering the past 150 
years. These materials are so arranged 
as to form a series of exercises in diag- 
nosis of business situations and to in- 
troduce students and business men to 
the viewpoints and methods relevant to 
the problems of the day. 

Primarily, the books deal with the 
facts and methods pertaining to the 
study of prosperities and depressions in 
general and of the incident monetary 
and industrial processes in particular, 
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the great social problems of unemploy- 
ment, excess capacity, “poverty in 
plenty,” etc. Thus the study constitutes 
a history and theory of business cycles. 
Secondarily, the books arc an expan- 
sion of the author’s fundamental view 
on business cycles into a theoretical, 
historical, and statistical picture of the 
life-process of capitalist society, in 
which cycles are viewed not as inci- 
dents but as its essential form. 
Although written from a_ special 
point of view, this study might almost 
be called a treatise on economics in 
general. It embraces, in principle a! 
least, practically all the economic prob- 
lems of capitalism; shows fully the way 
in which theory, statistics, and history 
ought to codperate in economic analy 
sis; challenges in important points th 
teaching of traditional economics and 
offers a new approach to the subject. 


CurRENCY DEPRECIATION AND MOne- 
TARY Po.icy. By Milton Gilbert. 
Philadelphia: University of Pennsyl- 
vania Press. 1939. Pp. 167. $2.00. 


In this study the author seeks an answer 
to the question: “What were the causes 
and consequences of the recent wave of 
currency depreciation?” His method of 
answering it is to subject the experi- 
ences of Australia, Great Britain, 
Sweden, and the United States to analy- 
sis. A sufficient mention of the experi- 
ence of France is also made, to show 
wherein it differs from the others. 


In his concluding chapter, in the 
light of experience with fluctuating ex- 
changes of the above mentioned coun- 
tries, Mr. Gilbert takes up the much 
discussed problem “of the desirability 
of shifting the emphasis- of monetary 
policy from the maintenance of the ex- 
changes to the maintenance of internal 
economic stability.” In his opinion, 
the guide to exchange policy “must be 
the condition of the balance of pay- 
ments. The aim of the authorities should 
be to maintain the balance of payments 
in equilibrium so that there will be 
neither an internal deflationary pres- 
sure nor an accumulation of interna- 
tional currency reserves which creates 
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a deflationary pressure abroad. This 
means that there must be no hesitation 
in depreciating or appreciating the ex- 
changes once the disequilibrium has 
been discovered. But the disequilibrium 
must be of a fundamental character and 
not a mere speculative flow of funds of 
short-time movement... . .” 


An Economic ConstiTuTIoN For De- 
mocracy. By George Soule. New 
Haven, Conn.: Yale University Press. 


1939. Pp. 101. $1.50. 


We can either adjust our economy to 
the world we live in, a world that is 
already post-New Deal, and so actually 
do something about democtacy and the 
American way, or we can retreat from 
the problems and strike out against the 
foreign enemy we create to explain our 
ineptitude, suggests Mr. Soule. In his 
opinion, however, democracy cannot be 
saved here by going to war in Europe, 
or by building overwhelming arma- 
ments. Our problem must be met on 
ihese shores. 

He believes that what this country 
needs is more production, a higher in- 
come, and more consumption than it 


now has or has had in the past, and 
proceeds to objectively examine the 
nature of the American depression and 
the New Deal measures for grappling 
with it, then presents an analysis of 
the various programs for recovery. 


INDUSTRIAL MARKET Data HANDBOOK 
OF THE UNITED States. By O. C. 
Holleran. Washington, D. C.: Gov- 
ernment Printing Office. 1939. Pp. 
907. $2.50. 


PREPARED as a cooperative study by 
the Bureau of Foreign and Domestic 
Commerce and the Bureau of the Cen- 
sus, Department of Commerce, and the 
Bureau of Mines, Department of the 
Interior, this is the first marketing sur- 
vey of American industry presented in 
this form. 

It contains complete figures on in- 
dustrial production, employment, value 
of products, cost of material for fuel 
and power for the more than 3,000 
counties in the United States; similar 
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data for every city of more than 10,000 
population; and like information for 
each of 280 industries on a national 
rather than a county basis; also addi- 
tional information on the county loca- 
tion of 169,111 manufacturing plants 
and the industries in which they are 
operating. Another important feature 
is a county location table for each of 
the 23,000 mines in the country, and 
summary data on industrial production 
and employment in’ the mines by 
counties. 


Tue Fine Art oF Propacanpa. Edited 
by Alfred McClung Lee and Eliza- 
beth Briant Leé. New York: Har- 
court, Brace and Company. 1939. 
Pp. 140. $1.50. 


UriLizinc various speeches of Father 
Coughlin as examples of propaganda 
methods, the authors deal with the seven 
ABC’s of propaganda analysis, and the 
seven devices which are today the chief 
tricks in trade of the propagandist, re- 
porting what scientific investigation has 
revealed in this field. 

The study was prepared with the co- 
operation of the Institute for Propa- 
ganda Analysis, a non-partisan, non- 
profit organization established in 1937 
to conduct.objective studies in the field 
of propaganda. It seeks to help the 
intelligent citizen detect and analyze 
propaganda, and the present volume 
goes a long way in this direction. 


THE House oF Mirtsut. By Oland Rus- 
sell. Boston: Little, Brown & Com- 
pany. 1939. Pp. 328. $4.00. 

Wuite the House of Mitsui is largely 
interested in banking—the Mitsui Bank 
and Mitsui Trust Company—its rami- 
fications extend to manufacturing, min- 
ing, shipping and trading. It consti- 
tutes, in fact, one of the great—perhaps 
the greatest—financial concerns in the 
world. 

The constitution and family codes 
governing this great house are worthy 
of study. Such principles, observed as 
they have been, must largely account 
for the remarkable progress made by 
Mitsui in the course of more than three 
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hundred years. It is notable that the 
Mitsui Bank is itself older than the 
Bank of England. 

For long the animating principles of 
the house were to stand together and 
to make money. So successful was this 
latter principle that it aroused the 
jealousy of the Government, and led to 
an effort of conciliation on the part of 
the Mitsuis, evidenced by large grants 
to philanthropic objects and liberal as- 
sistance to governmental activities. 


In describing the progress of the 
House of Mitsui through its long and 
remarkable history, much light is 
thrown on the progress of Japan itself. 
One may find amusement in the fact 
that Mitsuis anticipated by a century 
or so our Securities Exchange Act, that 
they inaugurated, much in advance of 
our large department stores, a system 
of one price and cash payments, and 
that they showed remarkable astuteness 
in applying advertising to the conduct 
of their business. 

Mr. Russell has done an sieiien 
piece of work. He has made his story 
both interesting and instructive. Bank- 
ers are familiar with the House of 
Rothschild, the Fuggers, and _ the 
Medicii. Now they have an opportunity 
of learning about the House of Mitsui 
—an opportunity they will find inter- 
est and profit in embracing. 


THE REVOLUTION oF NIHILISM: WARN- 
ING TO THE West. By Hermann 
Rauschning. New York: Alliance 
Book Corporation, 55 Fifth Avenue. 
1939. Pp. XVII-300. $3.00. 


WRITTEN by a former leader of the Na- 
tional Socialist Party and ex-president 
of the Danzig Senate, who was later 
driven into exile after disillusionment 
with the Nazi program, this book gives 
the “inside” story of the National 
Socialist Movement in Germany. 

It is Dr. Rauschning’s thesis that the 
essence of the Nazi movement is nihil- 
istic—that its driving force is destruc- 
tiveness which recognizes no frontiers 
and therefore of concern to the entire 
world. The author gives accounts of 
his conversations with Hitler and Pil- 
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sudski,. in which Hitler outlined his 
scheme for annexing half of Europe. 
Writing this book months ago, he fore- 
saw the possibility of a German-Soviet 
alliance which might radically transform 
the world. 

In Dr. Rauschning’s opinion, how- 
ever, the Nazi movement carries within 
itself the seeds of its own destruction, 
and he foresees no prospect of ultimate 
triumph for it. Already wideiy 
heralded by columnists and reviewers, 
this book presents a timely, clarifying 
analysis of the situation abroad. 


THe New GERMAN Empire. By Franz 
Borkenau. New York: The Vikinz 
Press. 1939. Pp. 167. $2.00. 

ANALYZING steps taken, plans an- 

nounced, and political and economi: 

moves already made, Dr. Borkenau con- 
cludes that the Nazi objective is not'i- 
ing less than world domination. | lie 
offers details of trade control in the 

Balkans, of how Germany disposes «f 

Italy when their interests cross, of plais 

to cut off Soviet Ukraine from Russia. 

of the technique operating in Belgium, 

Denmark, Switzerland and the Nethc:- 

lands. He discusses the Nazi objectives 

in North and South Africa and the Near 

East, and trade penetration and propa- 

ganda control in the Western Hemis- 

phere to keep the United States dis- 
tracted from Europe. 

Dr. Borkenau is a former left wing 
member of the German Labor Party, 
and one-time research fellow in so- 
ciology at Frankfurt University. Since 
1934 he has lived in England, devoting 
himself, except for a trip to Spain 
whence he was expelled by the Com- 
munists, to research in the political and 
social sciences. 


Wuat Witt Happen anp Wuat To Do 
WuHen War Comes. Edited by Larry 
Nixon. New York: The Greystone 
Press. 1939. Pp. 290. $2.25. 

Two possible variations of war have 

been kept in mind by the authors: a 

war confined to other countries, and 

one in which we are directly involved; 
and the.steps which each individual 
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can take toward personal preparedness 
are outlined. 

All varieties of financial holdings— 
stocks, bonds, insurance, mortgages, 
cash, etc.—are discussed; all the facts 
of daily life under wartime conditions 
—jobs, food supply, disease, housing, 
clothing, etc.—are inspected; all the 
extraordinary threats to safety—poison 
gas, air raids, sabotage, etc.—are 
analyzed. Above all, the threat to our 
democratic way of life and the terrible 
costs still to be met when and if the 
var is won are made plain. 


The authors are all experienced news- 
paper men: Larry Nixon, Elmer C. 
Walzer (financial editor of the United 
Press Association), C. Norman Stabler 
(financial editor of the New York 
Herald-Tribune), Jack Foster, W. W. 
Chaplin, and Malcolm Logan. Together 
they have produced not only an in- 
formative book but an effective instru- 
ment for peace by showing what war 
would actually mean to this country. 


Wuy MEppLE 1n Evrope? By Boake 
Carter. New York: Robert M. Mc- 
Bride & Company. 1939. Pp. 208. 
$2.00. 


Awep by facts gleaned from official 
government documents, private papers, 
standard treatises and official state- 
ments, the author offers his answers to 
many questions troubling Americans to- 
day. These include: What is our stake 
in Europe, direct and indirect? Should 
we and can we remain neutral? Can 
we wage economic warfare and keep 
out of armed conflict? Considering our 
obligations under the Monroe Doctrine, 
should we become involved in Euro- 
pean politics? 

Few books approach this in clarify- 
ing the implications of our active par- 
ticipation in the disputes of Europe, 
and it deserves careful reading by 
thinking Americans. In Mr. Carter’s 
opinion, “Peace, democracy and justice 
—like charity—begin at home. Before 
entering another costly and futile cru- 
sade to insure these things for the entire 
world, we might remember that we are 
very far from having insured them at 


home. . . . Meddling in Europe will 
not contribute toward making the world 
safe for democracy; it will destroy the 
democracy we now possess.” 


Hitter Is No Foot. By Karl Billinger. 
New York: Modern Age Books, Inc. 
1939. Pp. 198. 50 cents. 


AUTHORED by a young German now 
taking out his American citizenship 
papers after opposing Hitler during 
early Nazi days and spending months 
in a concentration camp, this book pre- 
sents an analysis of Hitler and his 
policies. Scattered Hitlerian views have 
been gathered together on such subjects 
as the Jews, democracies, war, peace, 
racial theories, etc., and arranged in or- 
derly form under: Who is Hitler? Hit- 
ler’s Program, How Did Hitler Come 
to Power? How Does Hitler Carry Out 
His Program? Will Hitler Win? Al- 
though Mein Kampf has been used as 
the basis for the Hitlerian views, the 
author has added much in the way of 
background matter which helps to 
clarify the quotations used. 


_ 


BOOKLETS 


ARRANGING THE Ricgut Pay. By Edward N. 
Hay. Philadelphia: The Pennsylvania 
Company. 1939. Pp. 7. 


Tus reprint of an article from the Per- 
sonnel Journal discusses the “factor com- 
parison method” of job valuation as applied 
in a bank and trust company to 1,025 of 
the 1,150 employes, embracing 600 different 
jobs with salaries under $5,000. Although 
brief and rather technical in nature, it will 
be of interest to bank personnel officers since 
it represents a successful effort to stand- 
ardize salaries in a large bank. 


More INFORMATION FoR EMpLoyves REGARD- 
Inc THEm Company. New York: Policy- 
holders Service Bureau, Metropolitan Life 
Tnsurance Company. 1939. Pp. 52. 


Tus study discusses the efforts many or- 
ganizations are making to give their em- 
ployes a wider general knowledge of com- 
pany problems, plans and policies, in line 
with the growing realization that an em- 
ploye reliably informed about his company 
is a powerful factor in bettering company 
relations both within the organization and 
with the public. 

In this report, such questions as “What 
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do employes want to know about their com- 
pany? What should they know? What are 
companies telling their employes? What are 
successful media for presenting this infor- 
mation?” are answered by the opinions and 
experiences of executives of some 160 com- 
panies. 


Direcrory or Trust Instirutions, Trust 
MeN, ano Trust Assocrations. New York: 
Trust Division, American Bankers Asso- 
ciation. 1939. Pp. 94. $2.00. 


First of its kind to be compiled since 1935, 
this new directory lists 2,800 trust institu- 
tions, together with the names of their 
presidents, and 7,072 other trust officers. 
The directory discloses an increase of more 
than $7,600,000,000 in the resources of trust 
institutions since 1935, and a raise of $290,- 
000,000 in their combined capital accounts. 
There has ,been an increase of 386 in the 
number of trust officers since 1935, although 
the total number of trust institutions de- 
clined 53 in the four-year period. This rise 
in the number of officers is attributed by 
the ABA to the increased volume of trust 
accounts handled by the institutions. 


Hawnpgook OF COMMERCIAL AND FINANCIAL 
Services. New York: Special Libraries 
Association. 1939. Pp. 70. $2.00. 


Tus edition is a revision of the handbook 
issued in 1931. It attempts to include in- 
formation on all services which could be 
located on the subjects covered, namely: 
advertising, commerce, finance, industry, 
insurance, and_allied fields. 

It contains information as of March, 1939, 
about various services published by’ 263 
firms alphabetically arranged. One hundred 
twenty-four of these are new listings; 139 
appeared in the 1931 handbook and its 1932 
supplement, for which price information, 
publishers’ names, and description of serv- 
ices have been corrected to date. s 

For the purpose of this handbook the 
word “service” is defined as that information 
collected by individuals or companies who 
make a business of compiling and publishing 
for general distribution data and statistics 
on given subjects, and which information is 
kept up-to-date by regularly revised and 
supplemental data. However, there are in- 
cluded a few valuable sources which could 
not be strictly so defined. 


PREVENTION OF INTERNATIONAL DovUBLE 
TaxaTION AND Fiscan Evasion. By 
Mitchell B. Carroll. New York: Columbia 
University Press. 1939. Pp. 53. 40 
cents. 

In this League of Nations booklet, the 

author shows how the fiscal experts who have 

been working under the auspices of the 

League for nearly twenty years have, by 

their collective efforts, helped to reduce the 

serious hindrances to international economic 
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and financial relations whick’ are presented 
by fiscal barriers. The author also indicates 
the direction which will be taken in the 
future work of the Fiscal Committee of the 
League. This committée has seen its field 
of activities extended “by the submission to 
it of certain general problems, for example, 
the question of the technical principles ap- 
plicable to various ¢ategories of taxes. 


THe Natrionat [xcome oF PRrRinciPat 
Forzign Counvkies. New York: National 
Industrial Conference Board, Inc. 1939, 
Pp. 15. 


Estimatey of the total national income in 
the Unitéd States and in each of the fifteen 
foreign ‘countries for which full data are 
available annually since 1929 are given in 
original currencies in this study; also cou- 
parisons in terms of dollars, national income 
per capita. Countries included in this study 
are: Australia, Austria, Bulgaria, Canada, 
Chile, Denmark, Estonia, Finland, France, 
Germany, Hungary, Japan, Norway, United 
Kingdom, U. S. S. R. 
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BOOKS RECEIVED # 


F 
The following books, and othérs, will he 
reviewed in the November issue of Tue 
BankekRs MAGAZINE: 


Prospertry anv Depression. By Gottfried 
von Haberler. New York: Columbia Uni- 
versity Press. 1939. Pp. XIX-473. $2.00. 


Does Distrisution Cost too Mucu? By The 
Committee On Distribution. New York: 
The Twentieth Century Fund. 1939. Pp. 
403. $3.50. 


Crepir Unions 1n Massacuusetts. By Joseph 
L. Snider. Cambridge, Mass.: Harvaril 
University Press. 1939. Pp. 142. $2.50. 


Lire Insurance From THE Buyer’s Point 
or View. By E. C. Harwood and Bion H. 
Francis. New York: Blue Ribbon Books. 
1939. Pp. 262. $1.00. 


ReEsponsiBiLiry oF States For Acts oF UN- 
SUCCESSFUL INSURGENT GOVERNMENTs. By 
Haig Silvanie. New York: Columbia Uni- 
versity Press. 1939. Pp. 223. $2.75. 


© 


VENTURE capital is as astute in its field 
as Government is astute in its field; the 
absence of venture capital today is not 
due to sheer stubbornness, but to the 
fact that venture capital has too little 
confidence in the present state of affairs 
in our national economy.—O. J. Arnold, 
president, Northwestern National Life 
Insurance Company, Minneapolis. 
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Merehandising Insures Results 


By L. E. TowNnsEnD 
Assistant Vice-President, Bank of America, 
N. T. & S. A., San Francisco 


ERCHANDISING behind adver- 

tising requires far more work 

than the advertising itself, but it 
insures results and turns many an ad- 
vertising expenditure into an advertis- 
ing investment. 


A loan, as such, has unpleasant, or 
at least not very appealing connota- 
tions to many people. But a home is a 
desirable thing. Hence, stress the 
home—the end—and mention the loan 
only as a means. Intensive merchandis- 
ing in the selling of loans has been ob- 
jected to by many bankers who believe 
that when a loan is made attractive a 
bank is inculcating the public with 
habits of extravagance. We _ believe 
that the person who thus objects simply 
hasn’t thought the subject through. The 
man who borrows to build a home is 
practicing not extravagance but thrift, 
and the man who uses his bank credit 
standing and borrows to pay or dis- 
count his bills from a bank to protect 
his general credit standing is also prac- 
ticing thrift. 

Although essentially merchandising 
copy, advertising has to carry an insti- 
tutional load. It is just as easy to 
write institutional copy and make it 
carry, secondarily, a selling load. To 
prove this, the same bank that is mer- 
chandising FHA loans so strenuously is 
reviewing the activities in which it has 
pioneered in the banking business. This 
type of copy impresses on the public 
the bank’s initiative, at the same time 
that it sells the merchandise the bank 
has to offer for sale. 


Consistent selling effort of this kind 
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produces direct results in the form of 
new business. It is likely that a govd 
many bankers will question such a 
statement, but it is nevertheless true. If 
merchandising is used in connection 
with advertising, and by merchandising 
I mean intensive direct mail campaig:s, 
good lobby displays at the point of 
sale, proper education of employes w!io, 
after all, are the final test as to whether 
any campaign will fail or succeed, then 
it is necessary to know at all tines 
whether or not the investment in your 
various departments is bringing results. 
This can be done by charting on cne 
hand the monthly sales made in any 
department against the monthly amount 
spent for the development of that dle- 
partment. 


Controlled Budgeting 


Controlled budgeting opens up ex- 
tremely interesting possibilities, for it 
means that banks can, if they wish, 
stimulate the particular activities their 
management decides upon. When a 
merchandiser gets a glut of a particular 
stock on his shelves, he runs “specials” 
to get rid of it. Banks can do the same 
thing. This is particularly true in the 
field of installment loans. 

You ask “Is merchandising and in- 
tensive advertising too expensive?” The 
answer is “No.” Why not leave the 
size of your appropriation out of your 
consideration. Consider instead what 
it is you want to sell, then make it 
as simple and as attractive as you can. 
—From an address at the Texas Bank- 
ers Educational Conference. 
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Interest Rates and Bond Yields 


By WoopiieFr THomas 
Assistant Director, Division of Research and Statistics, 
Board of Governors of the Federal Reserve System 


N PANY have blamed the Federal Re- 
f serve authorities or the Govern- 

ment for low interest rates. It is 
doubtful whether under present condi- 
ions these authorities could do much 
io raise interest rates, if they wished to 
jo so. Low interest rates are basically 
ihe result of the large supply of funds 
sceking investment and the relatively 
-mall demand for these funds. The 
Government .through its heavy borrow- 
ing has beer! an influence toward higher 
rather than lower interest rates. The 
srowing supply of available funds has 
been largely the resultant of the tre- 
mendous gold inflow, which may have 
heen partly caused by devaluation of 
the dollar but is probably more largely 
due to other world-wide economic and 
political conditions that have encour- 
aged foreign capital to flow to this 
country. The open-market purchases of 
the Reserve banks, engaged in during 
the early depression years, are but a 
small part of the picture. As a result 
of all these developments, the ability of 
the Reserve authorities to raise interest 
rates by absorbing excess funds is now 
exceedingly limited. 

Low interest rates are due not only 
to the large supply of funds but also 
to the small demand from borrowers; 
this is due in part to long-time changes 
in financing methods by business, but 
primarily to the present state of eco- 
nomic conditions which cause borrow- 
ers to be hesitant about using funds 
and about making long-term commit- 
ments. 


Low Interest Rates Undesirable? 


_ But should low interest rates be con- 
sidered undesirable? It is generally 


recognized that what is needed for sus- 
tained economic recovery in this coun- 
try is a more active use of available 
funds. By lowering the cost of obtain- 
ing these funds more willing borrowers 
may be found. This is particularly 
true of long-term commitments. The 
ability of the Federal Government to 
borrow at low rates of interest has en- 
abled it to provide relief and to engage 
in public works with a smaller burden 
on the taxpayer. The same is true of 
state and local governments that have 
borrowed. The refunding of public 
utility securities at lower interest rates 
should enable these companies to raise 
new funds for investment and to lower 
their charges, thus stimulating power 
consumption. The lowering of interest 
rates and other charges on home mort- 
gages is reducing the current cost of 
home ownership and is encouraging the 


‘‘Although banks are worried 
about low interest rates from the 
standpoint of earnings, many 
banks also fear the effect of a 
possible rise in interest rates in 
lowering the current market 
values of investments held in 
their portfolios. The handling 
of this problem is in part a re- 
sponsibility of the public author- 
ities, but it will also require 
some change in attitude of bank- 
ers themselves as to invest- 
ments,’’ states Mr. Thomas in 
the accompanying portion of his 
recent address before the Ten- 
nessee Bankers Conference. 
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purchase and building of new homes. 
It has been estimated that the 1938 
amendments to the Federal Housing 
Act reduced monthly carrying charges 
on low-cost homes by from 15 to 25 per 
cent. This is a substantial amount and 
has no doubt been a factor in stimulat- 
ing the building of new homes through- 
out the country during the past year. 
Interest rates should not be expected to 
rise until there is sufficient use of avail- 
able capital funds to provide more 
nearly complete employment of the 
country’s resources of labor and equip- 
ment. 


Highprice Investments 


Although banks are worried about 
low interest rates from the standpoint of 
earnings, many banks also fear the effect 
of a possible rise in interest rates in 
lowering the current market values of 
investments held in their portfolios. The 
handling of this problem is in part a 
responsibility of the public authorities, 
but it will also require some change in 
attitude of bankers themselves as to in- 
vestments. Banks will need to realize 
that they are to an increasing extent in- 
stitutions for the investment of savings 
as well as holders of demand deposits 
and suppliers of short-term credits. 
They will be justified, therefore, and in 
order to assure active use of the coun- 
try’s savings, will need to hold more 
long-term investments. Banks should 
not, of course, place too large a portion 
of their resources in long-term bonds; 
but should maintain a proper spacing 
of maturities and hold sufficient second- 
ary reserves in readily marketable assets 
to provide such liquidity as they may 
need. They must also avoid substantial 
purchases of bonds subject to risk of 
loss of principal or interest. Changes 
in prices of highest-grade bonds, how- 
ever, reflect variations in interest rates 
and not doubt as to coupon payments 
or as to return of principal at maturity, 
and as long as banks do not have to 
sell their holdings of these bonds they 
can ignore price fluctuations. Invest- 
ment policy of banks, like that of life 
insurance companies, should take these 
factors into consideration and be less 
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susceptible to changes in current mar- 
ket prices. By following such a policy, 
banks can increase their earnings in 
times such as the present when short- 
term rates are so much lower than rates 
on long-term obligations. The new ex- 
amination procedure, which considers 
high-grade bonds from the standpoint of 
inherent soundness rather than on the 
basis of day-to-day market fluctuations 
and does not require the writing off of 
paper losses on such bonds, makes it 
possible for banks to hold more long- 
term bonds. 


Long-term Bond Attitude 


It is a fact, however, that many banks 
do not view long-term bonds in their 
portfolios as permanent investments in 
the same way that life insurance com- 
panies do and are anxious to take paper 
profits or avoid paper losses by selling 
bonds before a price decline occurs. 
This attitude of banks, in view of the 
large increase in their bond holdings, 
has placed new responsibilities on Fei- 
eral Reserve authorities and has nece:- 
sitated some change in the focus of Fed- 
eral Reserve policy. Whereas formerly 
banks adjusted their reserve positions 
by shifting holdings of short-term 
paper, now they are inclined first to sell 
long-term Treasury bonds and keep 
their short-term assets. These sales of 
bonds tend to reduce bond prices and. 
therefore, affect the position of other 
banks. A moderate readjustment of re- 
serves may, as in the spring of 1937. 
bring about a sharp decline in bond 
prices. Thus the Government bond 
market has become the central money 
market, which is the medium in which 
Reserve policies may first find expres- 
sion. The Reserve authorities have by 
action taken in recent years recognized 
the desirability of intervening in the 
bond market when necessary to main- 
tain orderly conditions. In following 
this policy they have realized that a rise 
in interest rates which might upset the 
banking situation or retard business re- 
covery should not be permitted unless 
there are indications of injurious credit 
expansion. 
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Officer Public Relations Meetings 
Needed 


By Georce O. EVERETT 


Assistant 
First 


ANY of us have worked hard with 

employe meetings. We have 

familiarized them with the im- 
portance of public relations; we have 
presented the major problems confront- 
ing our banks from the operating and 
public relations angle; we have dis- 
cussed how best to answer criticisms; 
we have corrected many causes of irrita- 
tions to customers of which we were 
previously unaware. We have removed 
annoying rules or regulations which 
we learned could be dispensed with. We 
have created a happier family. 

You may have had officers meetings, 
too. We have, but we have not the 
same problems. These meetings have 
been stiffer—more formal. Did we 


feel that the problems discussed in 
employe meeting were too elementary 
for officers? 

Perhaps they were—but certainly this 
subject cannot be too elementary for 
officers—perhaps the means of conduct- 


ing the meeting is so. But why not 
adjust the means to the personnel at 
the meeting? 

About a year ago one of our direc- 
tors who is president of an advertising 
agency and I were invited to meet once 
a month with the officers’ operating 
committee to discuss public relations, 
advertising and new business. Our 
director has been invaluable to us be- 
cause of his experience as a merchan- 
diser. The senior officers present at 
the meeting have gained a keen per- 
ception of my department’s problems 
and have been most helpful. 

For instance, can you fail to see the 
benefit to be derived from a series of 
meetings of all officers featuring: 

(1) The importance of realizing that 


Vice-President, 
Citizens Bank & Trust Co., Utica, N. Y. 


public relations is a never ending prob- 
jem, and our efforts to enhance them 
must never be let down? 

(2) A review of what the Public Re- 
lations Department is now doing? (a) 
A statement of the reason for each item 
in the program. (b) A discussion of 
its merits (c) A request for improve- 
ments in the idea—its expansion or 
abolition. 

(3) A request for new ideas. 


(4) A meeting or series of meetings 
in which would be discussed: (a) 
Means by which loan business could be 
increased. (b) Diplomatic ways of re- 
fusing a loan—yet leaving the prospec- 
tive borrower with the feeling that he 
had been given every consideration and 
also, had been given a goal which, if he 
acquired, would make him eligible for 
the loan. (c) Would it be advisable to 
test the idea used by some banks of 
requiring every officer to report to the 
chief lending officers—or preferably to 
the president—every loan which was 
declined. 


(5) Wouldn’t it be smart to point 
out to the officers the part they unwit- 
tingly play in improving or harming 
your public relations? 

(6) What of the effect on the morale 
of your staff if you are holding em- 
ploye meetings and not officers meet- 
ings. Aren’t the employes justified in 
feeling that if there is value in the 
meetings for them there should be value 
in meetings for officers? Don’t forget, 
many employes believe that the officers 
need public relations training more 
than the employes do.—From an ad- 
dress before the Financial Advertisers 
Association Convention. 
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Banks Drift From Proper 
Functions 


By Wricut PaTMANn 


United States Representative from Texas 


ee ALAMITY howlers” from bank- 

ing circles have come here time 

and again with their stories of 
a paralyzed banking world, of regula- 
tory laws that crippled them, of invest- 
ment opportunities strangled by fear. 
What is the truth? The truth is that 
the Government consistently has sub- 
sidized them. The truth is that the Gov- 
ernment disbursed billions of dollars to 
commercial banks through the Recon- 
struction Finance Corporation, the 
Home Owners’ Loan Corporation, the 
Farm Credit Administration and the 
Federal Deposit Insurance Corporation. 


The accompanying portion of 
Congressman Patman’s state- 
ment (made in connection with 
his bill calling for the separa- 
tion of commercial and savings 
banking) is reprinted, not be- 
cause THE BANKERS MAGA- 
ZINE agrees with the charges 
levied against banking, but be- 
cause these and similar views 
will undoubtedly be brought be- 
fore the pending Senate Com- 
mittee study of monetary and 
banking policies. Familiarity 
with such views, in advance of 
the hearings, should aid bankers 
who wish to present banking’s 
side of the picture before the 
Committee or to the public. 


Legislative favor reduced the interest 
they pay on savings deposits. Interest 
payments on demand deposits were 
eliminated. Their lending powers were 
liberalized, adding to the effectiveness 
of their Government subsidies. 


In return, the commercial banks have 
added charges on checking accounts, 
assessing customers for accounts on 
which the banks pay no interest; have 
increased their disbursements in salaries 
and wages—and have decreased their 
traditional services to business and the 
general public. 

Because of the failure of commercial 
banks to meet the credit needs of indus- 
try and commerce, the RFC has been 
forced to grant 7,371 loans, totaling 
more than $447,000,000, to small busi- 
ness enterprises. Banks participated in 
only 1,661 of these loans, totaling $61,- 
000,000. 

Because of the inactivity of commer- 
cial banks, Congress was forced to au- 
thorize the Federal Reserve banks to 
extend direct credit to business for 
working capital, which they did to the 
extent of $175,000,000. 

Because of the failure of commercial 
banks to meet the short-term credit 
needs of farmers, production credit as- 
sociations were established under the 
Farm Credit Act of 1933 and made 
loans aggregating $166,000,000. In 
addition, the RFC authorized agricul- 
tural loans totaling $1,840,000,000 
through the Commodity Credit Corpora- 
tion and supplemented them with nearl) 
$200,000,000 for livestock and similar 
credit corporations. 

Because of the failure of commercia! 
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banks to provide credit facilities for 
foreign commerce, the Export-Import 
Bank was created by Congress. From 
its inception in 1933 up to the end of 
1937, it had made commitments aggre- 
gating $134,000,000 and had disbursed 
nearly $43,000,000. 

The failure of commercial banks to 
properly serve their purpose nowhere 
is better illustrated than in the install- 
ment credit field. Thousands of special- 
ized installment finance companies now 
finance half the purchases in this field, 
with a total annual business volume of 
three billions of dollars; most of the 
rest is done by dealers, personal loan 
departments of commercial banks and 
personal loan agencies. The importance 
of strictly commercial banks in this field 
now is negligible. 

For a last indictment of commercial 
bank policies, we can turn to the per- 
sonal loan agencies. There were more 
than 4,000 as far back as 1935, doing 
a business of $500,000,000—at rates of 
interest the public ill could afford to 
pay and which, if commercial banks 
were extending the proper credit, it 
would not have had to pay. The ex- 
pansion of personal loan companies has 
been paralleled by the growth of credit 
unions under state and Federal charter; 
at the end of 1938 there were 7,500 
such unions, with assets of more than 
$120,000,000. 

Thus we see that, despite the encour- 
agement and aid of the RFC and other 
Governmental agencies, commercial 
banks steadily have drifted away from 
their traditional and proper function of 
making commercial loans. Figures bear 
out the general statements made above. 
In 1928, commercial banks held about 
70 per cent of the total loans and in- 
vestments in this country. The ratio 
now has declined to about 40 per cent. 
“Other loans” representing traditional 
commercial banks’ transactions have de- 
clined from 30 per cent to 20 per cent. 
Total loans of all Federal Reserve mem- 
ber banks dropped from $25,000,000,- 
000 in 1928 to less than $13,000,000,000 
in 1938. 

In other words, the commercial banks 
of this nation have abandoned commer- 


cial banking and deprived business of 
the credit with which it could expand. 
But they have entered another field— 
that of long-term investments—which 
has been the function of other institu- 
tions for more than 100 years. 

That invasion rightfully could be re- 
sented—the abandonment of one neces- 
sary function in our economic life to 
infringe on organizations performing 
another—but it is not the most serious 
phase of the situation. 

The truth is that the commercial 
banks are tying up what should be 
liquid funds—funds which depositors 
have been guaranteed are on call—in 
long-term commitments extending over 
periods as high as twenty-five years. 

It is useless to say that the Govern- 
ment is insuring such loans as are made 
on housing. That does not make the 
process right, nor does it make the 
loans liquid. 

In making a long-term investment of 
bank funds, a banker is risking liquid- 
ity in times of stress. Such security 
as homes can’t be transferred readily 
any time; in_ troublous financial 


‘‘Banks should not be per- 
mitted by this Government to 
operate in a dual field, just be- 
cause of their size and influence, 
when the Government knows 
that they do not belong there 
and that their present activities 
well might be regarded as a be- 
trayal of their depositors’ trust. 

‘‘There is a vast commercial 
banking field in this country, 
the largest in the world. I pro- 
pose to restrict the commercial 
banks to it, in the hope that they 
will carry out the functions for 
which they were intended and 
supply a service the lack of 
which has crippled business for 
the past several years.’’ 
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periods, they are frozen as solid as a 
North Atlantic iceberg. Just as they 
represent the safest kind of long-term 
investment, so are they the most dan- 
gerous kind of investment for short- 
term funds. 

It is very obvious that commercial 
banks have been attracted by the newly 
popularized amortized or direct-reduc- 
tion loan, whereby a home builder or 
buyer reduces his principal with each 
monthly payment. Certainly, this type 
of loan is the safest kind of home loan. 
If bankers like the principle, why don’t 
they apply it to their own kind of 
transactions? Certainly, if long-term, 
direct-reduction loans are safe for them 
to make, say in the housing field, they 
can safely be made in business transac- 
tions. 

My bill provides that savings deposits 
shall not be made in a commercial 
bank. This is not a radical proposal. 
No banks or trust companies in the 
State of New York have been permitted 
to advertise for savings since 1934, or 
to use the word “saving” or “savings” 
in connection with its name. This law 
was passed to prevent such banks from 
deceiving the people. 

Had all banks stuck to their business 
and performed their proper functions 
in these past few years, they would be 
better off today. Jesse Jones of the 


RFC reports that, after charging off 1 
per cent for management and all over- 
head costs, the RFC has made a profit 
of $200,000,000 thus far—money that 
well might have goné to the commercial 


banks. 


Commercial Bank Alternatives 


To come down to cases, commercial 
banks should be forced to do one of 
two things: 


1. Stay in the commercial banking 
field, making short-term business loans 
with short-term money. 


2. Get out of the commercial bank- 
ing field, accept money only for long- 
term investments and use it in such 
enterprises as offer such investments. 


They should not be permitted by this 
Government to operate in a dual field. 
just because of their size and influence. 
when the Government knows that they 
do not belong there and that their pres- 
ent activities well might be regarded as 
a betrayal of their depositors’ trust. 

There is a vast commercial banking 
field in this country, the largest in the 
world. I propose to restrict the com- 
mercial banks to it, in the hope that 
they will carry out the functions for 
which they were intended and supply 
a service the lack of which has crippled 
business for the past several years. 


CONTROL 
By Dr. Pau F. CADMAN 


President, American Research Foundation, San Francisco, Calif. 


Ir the major financial agencies are con- 
trolled by the Government, then busi- 
ness is controlled by Government. Any 
ruling power that can fix the value of 
money, that can extend its own credit 
indefinitely, that can operate exten- 
sively in the field of foreign exchange, 
that can fix the interest rate, and can 
itself engage in lending to private in- 
dividuals and public and private cor- 
porations, has the destiny of industry 
and commerce in its hands. 

Inherent in Government banking are 
certain well defined dangers. First, 
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the temptation to over-expand Govern- 
ment credit, and secondly, the willing- 
ness to use the facilities for economic 
experimentation which is too often in- 
fluenced by political considerations. 

American industry and commerce. 
submitting to necessary limitations, 
cannot enjoy that degree of freedom 
which will be worthy of the name of 
liberty without an independent bank- 
ing system—one which gathers to- 
gether the savings of an independent 
people and administers them in the 
operation of and development of free 
enterprise. 
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How Mueh for Advertising ? 


By C. R. SUTHERLAND 


Publicity Director, 


The Third National 


Bank & Trust Company, Dayton, Ohio 


ERHAPS you may have considered 

your budget from the percentage 

standpoint of one of the three much 
discussed averages—one per cent of 
capital and surplus, one-tenth of one 
per cent of total deposits, or five per 
cent of gross profits. 

True, some banks may use one of the 
above methods. But there is no yard- 
stick by which anyone can measure any 
comparison with others as to what they 
should spend on advertising. It is only 
necessary to analyze a few bank state- 
ments to show the fallacy of basing a 
budget on the percentage plan. 

Let’s take it for granted that your 
bank has decided that advertising is a 
good investment, then your problem 
for the moment is a business building 
plan for new customers and for profit 
—not how many dollars to get for the 


budget. 


Preliminary Analyses 


I would suggest you consider in your 
plan: 

1. An analysis of your market. 

2. An analysis of your bank’s posi- 
tion in this market. 

3. An analysis 
product, or services. 

4. An analysis of your available 
media. 


of bank’s 


your 


Then you, and only you, can deter- 
mine to any degree of accuracy how 
much you should spend. I emphasize 
should, because quite often the appro- 
priation is less than your budget re- 
quest. If the appropriation should be 
less—then it is a matter of trimming 
the allotment to bank services and 
media to fit the appropriation. 


You no doubt have already deter- 
mined: 

1, What profitable services you want 
expanded or built up after our analysis 
of general conditions. 

2. What your potential market is for 
such services. 

3. How much institutional advertis- 
ing can be done. 

Practically every bank advertisement 
advertises two things: the bank itself 
as an institution; the specific service of 
the bank featured in the ad. 

It is not as easy to build a bank’s 
advertising budget with respect to 
services or products advertised as it is 
to allocate sums to various media. But, 
after all, your problem is first what 
promotional work your bank and its 
services require, and second what media 
to use for best results. 


Allotment to Media 


When you have evaluated services 
the next stop is easier. You plan to 
allot so much to newspaper, billboard, 
radio, direct mail, car cards, and so on. 

Stay away, in so far as possible, from 
a miscellaneous account as it is an in- 
vitation to push ticket buying—good 
will donations and petty expenses the 
bank officers find difficult to allocate to 
regular bank expense to the advertis- 
ing budget. While it is an opportunity 
to get college or high school football 
tickets without personal expense—the 
grief over the year minimizes the bene- 
fits. It is far better to have such dona- 
tions handled by one of the front office 
executives with the understanding that 
it does not go into the advertising 
budget.—From an address before the 
Financial Advertisers Association Con- 
vention. 
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SURVEY 


A condensation of recent studies or reports on various phases of banking, 
finance and economics issued by banks, magazines, advisory services, business 
associations, Government bureaus and other organizations. 


GOVERNMENT DEBT DISTRIBUTION 


Weekly Bulletin, American Institute for Economic Research, Cambridge, Mass. 


HE following is a brief summary 

of the manner in-which the budget- 

ary deficit for the fiscal year end- 
ing June 30, 1939, was financed: 


paign has developed sales of United States 
Savings (Baby) Bonds more extensively 
than was probably anticipated when 
this class of security was first offered. 


DistrinuTion oF New GoverNMENT Desr 


Credit Originations by commercial banks... 


Issued to Social Security account 


New issues of United States Savings Bonds 


Ook eas $70,000,000 


Per Cent 
Distribution 
21.4 
97.3 


19.5 


Approximate 
Par Value 


890,000,000 
640,000,000 


Net purchases of Government securities by life insurance 


companies 


450,090,000 


Net purchases of Government securities by mutual savings 


banks 


240,000,000 


Commercial bank purchases of Government securities from 


time deposits and capital accounts 


Purchased by individuals and other institutions 


Total addition to interest-bearing debt 


It is evident from the foregoing .sum- 
mary that approximately 79 per cent 
of the budgetary deficit was financed 


from savings, part of which was invol- 
untary. The largest customer for Gov- 
ernment security issues was the Social 
Security account which “invested” So- 
cial Security tax collections in Govern- 
ment promises to pay. Most of the 
savings entrusted to the usual deposi- 
tories, savings banks and life insurance 
companies, have been diverted from 
normal productive channels to finance 
Government spending. The Govern- 
ment’s easy-money policy has main- 
tained interest rates at so low a level 
that institutional demand 
strong for “riskless” short-term Govern- 
ment issues. An active advertising cam- 
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continues 


210,000,000 6.4 
145,000,000 44 


100.0 


The Government’s success in financ- 
ing its deficits from savings instead of 
from inflationary originations has prob- 
ably substituted a lesser for a greater 
evil. The cost of living has been stabil- 
ized at a lower level than would have 
been possible under a purely inflation- 
ary policy. On the other hand, the flow 
of new capital into productive channels 
has been inhibited and the unemploy- 
ment problem, in consequence, remains 
acute. 

The return of fiscal sanity and the 
achievement of a balanced budget 
through reduction of expenditures is 
the only way to avoid national in- 
solvency on the one hand or relative 
stagnation in capital goods’ industries 
on the other. 
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WAR’S EFFECTS ON BUSINESS 
Business Bulletin, The Cleveland Trust Company 


NE of the important but undramatic 
results of the outbreak of war will 
probably prove to be the down- 

turn in the price trends of high grade 
bonds. During recent years bond 
prices have been persistently rising un- 
til they reached in this past summer 
new high levels for all time. They 
were pushed upward by investors seek- 
ing safety for their funds, by regula- 
tions which confined bank investments 
to restricted groups of issues, and by a 
shortage of other desirable loans and 
securities. Now that the price trends 
have turned downward, they are likely 
to continue for a long period. 

In the past, long-term trends of bond 
prices have persisted for as long as 20 
to 30 years, and when they have made 
downturns they have done so for one 
of two reasons. Trends of bond prices 
have turned downward either because 
competing forms of investment ap- 
peared to offer greater advantages or 
because the prices of bonds mounted so 
high, and the returns from them became 


so small, that investors preferred to 
hold liquid funds idle rather than to 
risk the future shrinkages which ap- 
peared to be involved in bond invest- 
ments. This downturn has resulted from 


a combination of both of those in- 
fluences. 

Now that war has begun investment 
sentiment has turned to the idea that 
stocks may continue to advance in price 
and to pay greater dividends, and that 
commercial loans may increase in vol- 
ume. Such influences have turned the 
long-term trends of high grade bond 
prices downward. Nevertheless con- 
servative individual and institutional in- 
vestors may be well advised to retain 
their high grade bonds since the only 
alternatives are more speculative. How- 
ever, at present the public clearly favors 
these more speculative alternatives. 

Meanwhile, as long as these senti- 
ments prevail, the prices of many lower 
grade bonds will advance while those 
of the highest grades will decline. We 
are in the process of undoing a special- 
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ized form of inflation which has domi- 
nated bond markets. Banks will almost 
surely have to forego important book 
profits which had accrued on their 
holdings of Government securities, but 
while they will regret that development 
it will not disturb them. We are now 
leaving an era dominated by managed 
economics, and entering one controlled 
by the more potent influences of war. 

When war broke out in Europe in 
the summer of 1914 we were having a 
mild depression in this country. The 
depression increased in severity during 
the first months of the war, and by the 
end of the year it resulted in greatly 
decreased industrial production and 
widespread unemployment. Different 
sorts of business activity were affected 
in widely varying ways in the period 
prior to our entry into the war. 

Railroad revenues were falling when 
war began, and they continued to de- 
cline until the end of 1914. Then they 
began to advance, and the upward trend 
continued strongly until by the end of 
1916 the rail revenues reached 127 as 
contrasted with the average of 100 in 
1914. 

Capital issues both for new money 
and for refunding declined until the 
early months of 1915 and then turned 
upward and advanced vigorously to the 
late summer of 1916 when they turned 
downward again. In those days bank 
clearings were our best index of the 
volume of check transactions, and so of 
the amount of business being done. 
They were strongly influenced by the 
volume of stock market activity. They 
began to advance almost from the out- 
break of war, and while the stock ex- 
changes were still closed and they con- 
tinued upward to the end of 1916. 

Our export trade began to increase 
as soon as war began and almost trebled 
in the first seven months. There was 
a moderate decline in 1915, and then 
the advance was resumed and it con- 
tinued so vigorously that by the end 
of 1916 exports were going abroad in 
monthly dollar values that were almost 
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five times as great as those that were 
recorded in the month when the war 
began. The first great increase in ex- 
ports was in agricultural products 
consisting largely of grains. The in- 
crease in 1916 consisted largely of 
manufactured goods among which muni- 
tions of war constituted important pro- 
portions. In 1916 there was also a 
large increase in the volume of our 
imports. 


The most important differences be- 
tween results following the impact of 
war now and those of twenty-five years 
ago are in the financial markets rather 
than in such factors as those mentioned 
above. Now the markets show confi- 
dence; then they reflected fear. Now 
stock prices advance because people 
believe the belligerents will buy goods; 
then they fell because foreigners sold 
American securities. 


PROBLEMS OF THE NATIONAL DEBT 


Monthly Report, The National City Bank of New York 


N considering the problem of a grow- 
ing debt, the matter of chief im- 
portance is not where, or of whom, 

the money is borrowed, but the pur- 
poses for which the expenditures are 
made. During all the years that we 
were a “debtor country” (down to 
1914) the nation was growing in wealth 
and productive capacity as no other na- 
tion ever had grown before. The bor- 
rowings were not burdensome, for they 
increased the national income and took 
care of themselves. 


On the other hand, a debt incurred 
for purposes not economically produc- 


tive calls for further outlays. Confu- 
sion may arise over the term “produc- 
tive.” It may be used in the broad 
sense which includes all socially useful 
purposes. The American people ex- 
pend vast sums for socially useful pur- 
poses, in the firm belief that they are 
“productive” in the highest sense; but 
investments of this kind do not as a 
rule yield a direct money income, there- 
fore do not supply the means for sup- 
porting or paying off the debt. 
Obviously the general difference be- 
tween debts incurred by governments 
and those incurred by private business 
is in the expectation of a money return 
on the investment. Most government 
debt is “productive” only in the indi- 
rect or broader sense, and rests on the 
taxing power for its support, while 
most private debt is intended to yield 
a direct income in money, by which 
the debt may be supported and repaid. 


THE 


Naturally mistakes and miscalculations 
are made in private investment, but the 
distinction is indisputable. Govern- 
ment debts, however socially desirable 
the expenditure or “investment” seems, 
may become an unbearable burden 
when people are already overtaxed. 

Another matter of importance is the 
fact that this growing debt so largely 
consists of bank credit, instead of capi- 
tal savings. We cannot be complacent 
about debt of this kind on the theory 
that we owe it to ourselves. The great 
financial and economic catastrophes 
have resulted from the use of bank 
credit for ventures that proved to be 
unproductive. 

A slackened demand for credit for 
business uses has induced the banks to 
lend heavily to the Government, but if 
business demands revive, in addition to 
Government borrowing, a dangerous ex- 
pansion of bank credit may take place. 
The Federal Reserve authorities have 
asked for power to control credit in- 
flation. There is little danger of infla- 
tion while the attitude of the public 
remains as now, but the present huge 
supplies of idle funds as well as ex- 
panded bank credit carry potential dan- 
ger not to be overlooked. 

If it were true that all we need to 
know about a debt is, that it is pay- 
able by some of us to the rest of us and 
in that sense payable to “ourselves,” 
there would be no limit to the debt that 
we might safely create. 

Every one of course recognizes that 
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there is a limit, imposed first by the 
danger of inflation, and, second, by the 
fact that the purposes for which the 
borrowed funds are spent do not create 
the means of paying the debt. 

No one in Great Britain questions 
that its debts for past wars are burden- 


some although payable to themselves. 
Everyone in France knows that the 
French debt is a difficult problem, al- 
though owing to themselves. The old 
German debt of trillions of reichmarks 
was owing to the German people, but 
where is it now? 


FURTHER RESORT TO FEDERAL SPENDING? 


Monthly Survey of Business, American Federation of Labor 


production we have depended on 

“venture capital” to lift business ac- 
livity to higher levels. Business men 
«ho have funds they can invest have 
een willing to risk their savings to 
|uild new income-producing plant— 
‘actories and equipment, power plants, 
farm machinery, railroads, mines—all 
these have been built in the past with 
private venture capital. This equipment 
has made higher living standards pos- 
-ible; its building in periods of expan- 
sion created hundreds of thousands of 
jobs and lifted industry to high levels 
of activity; its production when built 
made profits on the original investment. 

Today, the chance of succeeding in 
business is said to be only about 50 
per cent as great as in predepression 
years, and the rewards of success are 
about 20 per cent less. In addition 
those who have succeeded are forced to 
give a larger part of their income to 
the Government through increased in- 
come taxes. This explains why venture 
capital runs to shelter in safe and tax 
free investments like Government bonds. 
Our great need today is to give busi- 
ness men the kind of assurance which 
will enable them to look forward to 
the future with confidence. 

We see no indication of any organ- 
ized effort to lift production in this 
country as a substitute for Government 
spending. What effort is being made 
is only in the nature of propaganda to 
emphasize the fact that business is bet- 
ler, opportunity for profit greater, hop- 
ing to entice venture capital into invest- 
ment. This is in line with past 
‘xperience. Business has never had any 


e all past periods of great industrial 
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organization for increasing productive 
activity. Increases in production have 
always depended on the personal judg- 
ment of individual business men who 
increased their investment when they 
saw an opportunity for profit large 
enough to justify the risk. They base 
their judgment on prices, production 
costs and other factors determining 
profit When rising prices bring 
greater profits, investments increase; 
when falling prices cut off profits, ven- 
ture capital investment dries up. This 
intensifies industrial booms and de- 
pressions. Today, with no rapid in- 
crease in profits in sight, venture capi- 
tal stays in hiding. 

Since we cannot count on the old 
profit motive to send business into 
vigorous recovery, since no organization 
exists among business men to expand 
production must we fall back on fur- 
ther outpouring of Government funds? 
Is there any other alternative? 


Experts tell us that production in- 
creases can be planned for the country 
as a whole. If the Government were to 
take the initiative in calling forth the 
coéperative effort of business, labor, 
farmers and other groups for a national 
increase in production and living stand- 
ards, we cannot believe that the talent 
of our leaders would fail in this task. 
If this is not done, however, we see no 
prospect of sufficient incentive from 
any other source. We see the probabil- 
ity of further resort to Federal spend- 
ings next year. 


We see at present no suggestion of 


Government leadership in such co- 
operative effort. The Secretary of Com- 
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merce has recently set up a staff for 
further study of industrial problems, 
but he makes no suggestion of co- 
operative effort for immediate business 
expansion. Important as it is to study 
defects in our economic structure, we 
believe that business expansion is an 
immediate necessity; that codperation 
of Government and business can and 
must put the unemployed to work in 
private industry at the earliest possible 
moment; that further studies to correct 
abuses in our industrial structure can 
be carried on without delaying indus- 


trial expansion and employment to 
await their completion. 

If business does not expand substan- 
tially before next spring, we shall have 
a further demand for Government 
spending, with its danger of inflation 
and consequent losses to wage earners. 
Action for business expansion on a 
sound basis is therefore urgent. Shall! 
we advance on a coéperative basis, pro- 
viding for the needs of all groups, or 
shall we accept Government domina- 
tion? This is today’s challenge to 
America. 


ASPECTS OF THE CREDIT IMPASSE 


The Guaranty Survey, Guaranty Trust Company of New York 


PPARENTLY the belief still exists 
in some quarters that the failure 
of loans to expand is due to exces- 

sive caution on the part of the banks 
and that business recovery is being im- 
peded by the refusal of the banks to 
meet the legitimate credit requirements 
of commerce and industry. This view 
seems to underlie the various proposals 
that have been made recently to extend 
the activities of the Federal Government 
in the lending field. 

Plans of this kind, regardless of their 
detailed provisions, rest upon the as- 
sumption that recovery is being blocked 
by the inability of business to obtain 
the necessary funds. The persistence 
of this notion in the face of all the evi- 
dence to the contrary is impossible to 
understand. For five years the Recon- 
struction Finance Corporation and the 
Federal Reserve banks have been au- 
thorized to make direct loans to indus- 
try, either alone or in codperation with 
commercial banks. Yet, direct loans to 
business by these two agencies, accord- 
ing to the latest available figures, total 
only approximately $130,000,000, or 
one-half of 1 per cent of the total vol- 
ume of bank loans outstanding. , 


After several years of experience 
with industrial loans, the Federal Re- 
serve Bank of New York reported that 
the great majority of inquiries for 
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credit were received from business con- 
cerns whose financial position provided 
no sound basis for bank credit or whos- 
needs were for types of loans ineligible 
for the Federal Reserve banks under the 
law. Although the RFC is less closely 
restricted than the ~ Federal Reserve 
banks in the types of loans that it ma; 
make, its direct advances to business 
concerns represent an almost negligibl: 
proportion of the total volume of bank 
credit outstanding. Jesse H. Jones. 
chairman of the RFC, testified before 
a Senate committee recently that the 
great majority of inquiries and appli- 
cations for business loans “come from 
applicants with promotional ideas, with 
no successful record of a business ex- 
perience, and little prospect of success 
or earnings.” As for industrial loans 
by the Federal Reserve banks, he said 
that the very small amount of such loans 
“would indicate that there has been no 
great demand for working capital by 
business and industry which has _ not 
been met.” 

All the available evidence indicates 
that existing private credit agencies are 
fully capable of supplying all the legiti- 
mate needs of business. The failure of 
credit to expand is attributable not to 
the inadequacy of the present financial 
system but to the burdens and restric- 
tions on business concerns and investor 
that have, in many cases, made the out- 
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look for profits too uncertain to attract 
capital into productive investments. 
Business obviously will not borrow un- 
less there is a good prospect of earning 
interest charges on the borrowed funds, 
with something left over. Banks cannot 
lend except to businesses whose credit 
standing and earnings prospects make 
it reasonably certain that the loans will 
he repaid. And investors will not risk 
their funds without some assurance that 
the debtor firms will be able to put the 
money to profitable use and that, once 
the profits are earned, the investors 
themselves will be left in possession of 
the bulk of the returns. These indis- 
»ensable bases of investment have been 
seriously impaired by taxation and 
‘egulation of business in recent years. 

Government “investment” represents 
in attempt to force public funds over 
these artificial barriers. Notwithstand- 
ing the emphasis that has been placed 
on the “self-liquidating” character of the 
projects outlined in recent proposals, it 
is impossible to ignore the danger that 
directing public funds into such chan- 
nels will lead to nothing more than a 
new program of lavish Government 


spending. If so, it will be the more 
dangerous by reason of the fact that 
the funds will be raised by govern- 
mental credit agencies through the is- 
sue of debentures that will be only con- 
tingent obligations of the Government. 
In this way the necessity of reporting 
further large increases in the national 
debt and of raising the statutory limita- 
tion on its amount will be avoided. 

The inevitable tendency of this 
policy will be to extend bureaucratic 
control over the lives of the people, to 
enlarge the powers of the Federal Gov- 
ernment at the expense of those of states 
and municipalities, to threaten the 
soundness of public credit and the sta- 
bility of the currency, and ultimately 
to substitute a form of state capitalism 
for the traditional American system of 
private business enterprise. 

The alternative to this forbidding 
prospect is to restore to business and 
investors a fair opportunity to earn and 
retain such profits as they may be for- 
tunate enough to make, free from un- 
necessary governmental restrictions and 
from excessive and punitive tax 
burdens. 


THE BUSINESS OUTLOOK 
Selected 


The Cleveland Trust Company, 
Business Bulletin 


Business activity as measured by 
changes in the physical volume of in- 
dustrial production declined from last 
December to May of this year when it 
reached its lowest recent level at 31.4 
per cent below the computed normal 
level. It then recovered to 27.0 per 
cent below normal in June, and to 24.1 
per cent below in July. The final fig- 
ure for August is not yet available but 
premilinary estimates indicate that it 
will be almost the same as that for 
July. 


Business expansion since last spring 
has been largely due to increased out- 


puts of iron and steel. It is now being 
sustained by the growing production of 
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the new model automobiles, and by ex- 
ceptional activity in machine tools and 
in the construction of ships. Coal out- 
put is holding up well, and the short- 
ages resulting from the strike in the 
spring have not yet been made good. 
Under normal circumstances it would 
have been reasonable to expect business 
expansion to continue during the next 
few months. 

There is no way to foresee the course 
of business activity over the remaining 
months of this year, nor can it be 
clearly judged whether or not impor- 
tant orders for goods will be received 
from abroad as a result of the advent 
of war. Nevertheless it does not seem 
probable that there will be any impor- 
tant period of declining business as 
there was in 1861 and in 1914 after 
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war began for this time a recovery was 
under way before hostilities started, and 
the economic forces which were giving 
it impetus may be expected to carry it 
forward during the months that lie im- 
mediately ahead. 


Business Conditions Weekly 
Alexander Hamilton Institute 


The first reaction of commodity 
prices to the declaration of war in 1914 
was an exhibition of strength. The price 
index rose from 67.3 in July to 69.6 in 
August and to 70.2 in September. 

This price rise, however, as subse- 
quent events proved, was primarily the 
result of speculative buying in antici- 
pation of an increased consumption of 
commodities accompanied by a curtail- 
ment of the supply. This expected de- 
velopment failed to materialize at this 
early stage of the war and commodity 
prices declined during the last quarter 
of 1914. In December of that year, the 
price index was back to the July figure 
of 67.3. 

It was not until October, 1915, or 
more than a year after the outbreak of 
the war, that commodity prices began 
the spectacular advance which culmi- 
nated in 1920. 

The question at the present time is 
whether commodity prices during the 
present war will follow a course similar 
to that during the last war. The sharp 
rise in the prices of a number of com- 
modities during the past several days 
sugests a repetition of the speculative 
movement which occurred at the out- 
break of the war in 1914, Ii an actual 
increase in consumption and a curtail- 
ment in the supply fail to develop, as 
was the case in 1914, then it may be 
expected that the present price spurt 
will soon give way to a price decline 
and that a year will possibly elapse 
before a substantial price advance 
occurs. This suggests that the present 
war must continue for over a year to 
bring about a sharp upward price 
swing. 

As a matter of fact, conditions at the 
present time seem much more conducive 
to a postponement of any pronounced 
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advance in prices than conditions in 
1914. In the first place, the price level 
is higher now than it was then. The 
latest available monthly figure shows 
that the price index in July of this year 
was 75.4 as against 67.3 in July, 1914. 
This difference is of particular signifi- 
cance since, in 1914, we were in the 
inflationary phase of the long-term eco- 
nomic cycle while at the present time 
we are in the deflationary phase. 

In the second place, price relation- 
ships are now much less favorable to 
a price advance than in 1914. In July, 
1914, the price index of farm products 
was 71.4 while the price index of manv- 
factured goods was 66.9. The fact that 
prices of farm products were thus rela- 
tively higher than the prices of manu- 
factured goods indicates that purchas- 
ing power was at a high level in 1911 
since the level of farm products prices 
reflects the level of the national income. 
It is evident that capacity output was 
necessary to meet consumption require- 
ments and that any extra demand as 
the result of an increase in foreign buy- 
ing for war purposes had a price-raisinz 
influence. 

At the present time, prices of farin 
products are considerably lower than 
in 1914 while the prices of manufac- 
tured goods are considerably higher 
than in that year. As a result, the 
prices of farm products are now rela- 
tively lower than the prices of manv- 
factured goods, contrary to the situation 
which prevailed in 1914. The price 
index of farm products in July, 1939, 
was 62.6 while the price index of manu- 
factured goods was 79.2. 

The present price relationship be- 
tween the prices of farm products and 
the prices of manufactured goods re- 
flects a situation today much different 
from that of 1914. Consumption at the 
present time is far below the capacity 
to produce with the result that not only 
the actual supply of commodities is 
large but also the potential supply. 
This means that any increase in the 
foreign demand for goods as the resu!t 
of the present war will have less effect 
in raising prices than in 1914. 

The present outlook is therefore that, 
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after the current speculative rise in 
commodity prices collapses, a period 
will elapse, at least as long as that at 
the beginning of the last war, before 
prices begin to show any signs of sky- 
rocketing. 

It may thus be concluded that a pro- 
nounced price advance, such as oc- 
curred during the period 1916-20, will 
depend on a prolongation of the pres- 
ent war for a considerable time. It is 
possible, however, that the duration of 
this war will be short, since economic 
conditions in the deflationary phase of 
the long-term economic cycle are not 
conducive to any warfare at all. The 
outbreak of the present war is a highly 
illogical phenomenon and is conse- 
quently subject to collapse at any time 
as the result of economic pressure 
which might possibly become so severe 
as to bring on internal revolution. 


© 


The new customer relations program 
initiated earlier in the year by the 
American Bankers Association is meet- 
ing with considerable success according 
to Philip A. Benson, president of the 
association. 5613 sets of booklets have 
been purchased by 2359 banks inter- 
ested in carrying out the program. The 
seven boooklets in the set treat current 
banking and economic subjects in a 
popular and easily read style, and are 
designed to provide bank people with 
an understanding of these subjects as a 
means of dealing effectively with the 
every day questions encountered from 
the public. The booklet titles are: 
Talk, The American System of Free 
Enterprise, Free Enterprise and Dem- 
ocracy, How Banks Serve Their Com- 
munities, Everyday Questions About 
Money — Managed Money, Everyday 
Questions About Money—Inflation and 
Deflation, and Is There a Future for 
Banking? A memorandum for con- 
ference leaders is sent to each bank 
ordering sets, this memorandum con- 
taining complete directions for the 
organization and conduct of employee 
conferences on the material contained 


in the booklets. 


The 
Federal Reserve Bank 
of Boston 


By 
JosEPH H. TAGGART 


ERE for the first time in book 
form is a complete treatise on 
the history, economic background, 
organization and operation of the 
Federal Reserve Bank of Boston. 
It is one of a series of investiga- 
tions into various phases of bank- 
ing history undertaken by the 
faculty and graduates of Columbia 
University. 


The author, who is on the fac- 
ulty of the University of Kansas, 
is a native of Massachusetts. Be- 
sides a careful study of all of the 
available data, he has supplemented 
his research with personal inter- 
views with officials of the Federal 
Reserve Bank and Boston bankers. 


The book contains 75 tables and 
15 charts. The price is $5 deliv- 
ered. Examine a copy on 5 days’ 
approval. 


Price $5 delivered. 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 


Please send me on approval a copy of 
“The Federal Reserve Bank of Boston” 
by Joseph H. Taggart. At the end of 
5 days I will either remit $5 or return 
the book. 
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VIEWS 


Recent speeches given before national, regional or state groups—digested or 
excerpted for your convenience. 


TELL THE STORY OF “FREE ENTERPRISE” 


By STEPHEN H. FIFIeELD 


President, Financial Advertisers Association; 
Assistant Vice-President, Barnett National Bank, Jacksonville, Fla. 


E have heard over and over again 

the statement that “because of 

the American system of free en- 
terprise, America has advanced more in 
the last 150 years than Europe has ad- 
vanced in the last 1,000 years.” We 
have heard this statement many times, 
but many of our bankers, I’m afraid, 
do not yet take it seriously, and even 
if they do they have not yet made it 
plain to the banking public that to do 
away wth the American system of free 
enterprise would be to affect seriously 


their, personal liberty—the right to own 
property, freedom of speech, freedom 
of press, or any of the other freedoms 
that we have all known and enjoyed so 
long in this country. 


It is up to us public relations men 
and women to continue to tell the story, 
and by so doing we will help to insure 
that these rights will not seriously be 
damaged.—From an address before the 
Financial Advertisers Association con- 
vention. 


BUILDING GOOD WILL FOR YOUR BANK 
By A. K. PARKER 


President, Oregon Bankers Association 


‘§ T seems to me that one of the finest 
and most effective means of bank 
advertisement is through the treat- 

ment given to customers while they are 

in the banking room. Impressions made 
at that time will be more effective and 
far-reaching than any appeal that can 
be made through newspapers and other 
outside carriers of any message to the 
bank’s present or prospective customers. 

Seventy-five per cent of a bank’s lost 
customers usually can be attributed to 
improper treatment by employes. Ex- 
customers are hard to bring back— 
hence keep them contented. A few of 
the many courtesies to keep in mind in 
daily contact with bank customers are: 
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1. Ascertain what people like, and 
how they wish to be treated. 

2. Encourage employes to learn and 
address customers by name. To address 
a customer by the wrong name merely 
creates antagonism. 

3. Make your customers feel impor- 
tant. Listen with interest to their re- 
marks, for it is very serious business 
with them. 

4. The public is hard to get along 
with. Be tactful, for it makes friends 
and customers for your bank. 

5. You will encounter different types 
of customers, such as the grouch, the 
noncomittal, the timid and the skeptic, 
and your success in handling them 
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property will be reflected in your daily 
balance sheet. 

6. Be diplomatic at all times. It helps 
to keep your customers happy. 

7. Never become involved in heated 


arguments—it is impossible for you to 
convince the other fellow you are right. 

8. Be cheerful, and keep all promises 
made to your customers. — Oregon 
Bankers Association Bulletin. 


REMOVE THE MYSTERIES OF BANKING 
By W. H. THomson 


President, The Anglo California National Bank, San Francisco 


HE manner in which funds repre- 

sented by a check on a distant city 

can be made available is not under- 
stood, and the mention of a transit de- 
partment, which makes the phenomenon 
possible, means nothing to Mr. Average 
Man. The fact that one can arrange in 
the smallest bank for the payment of 
funds in any part of the world is also 
difficult to understand. The modern 
bank is a complex piece of machinery 
to the man outside. To the trained 
banker, not over-imbued with his own 
importance, it is simple. Is there not 
a responsibility then, and perhaps an 
opportunity, to acquaint the public with 
this fact, to remove the mystery, because 
we all have greater confidence in the 
thing we understand? 


The layman would better understand 
“liquidity” as a banking term if he 
were told that it represents the margin 
of money in the common community 
pool which must be kept available, un- 
invested, out of which the bank’s debts, 
in the form of deposits, can be promptly 
paid; that when business is bad, earn- 
ings poor, work scarce, money accumu- 
lates and a return of business confidence 
means that the owners of the money— 
the depositors, not the banker—wil! 
want to use it and the banker must be 
in a position to meet the extraordinary 
demand. The withdrawal of deposits 
cannot be paid out of slow loans, which 
a desire for earnings or the pressure of 
public opinion might prompt him to 
make. 

Incidentally, I wonder if it might not 
be helpful if the public better under- 
stood that funds in the community pool 


THE BANKERS MAGAZINE for October; 1939 


can be of service to commerce and in- 
dustry only if they are loaned and that 
deposits cannot be represented by cash 
on hand. The banker can make profits 
only on money which is employed and 
no one is more interested than he in 
granting all good loans applied for, 
within the proper limit of his resources. 
This plain fact should dispel the 
thought that the present excess cash po- 
sition of our banks is caused by a hesi- 
tancy to lend. 

The complaint most frequently ex- 
pressed has to do with the request of 
the banker that a borrower should, at 
intervals, be free of debt to his bank. 
The purpose behind this request is 
primarily to enable the borrower to 
demonstrate his ability to pay. Sec- 
ondly, I think it is obvious that if all 
of the funds in what has been referred 
to as a “community pool” were loaned 
continuously to the same individuals, 
the benefits of turnover of community 
credit would not be fully achieved and 
there would be little incentive to con- 
tinue as a depositor in an institution 
which lends all its funds to the same 
group of individuals. 

There has been so much discussion 
concerning liquidity in bank statements 
that we are prone to consider it pos- 
sible that all banks should function ac- 
cording to the same universal yardstick. 
Even the layman can understand—if he 
gives it any thought—that such a plan 
is impossible. In some centers the de- 
posits are of a more temporary nature 
than in others, with heavy seasonal 
“swings” up and down. It is obvious 
the banker must be prepared to meet 
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these “swings” and must keep in reserve 
a greater proportion of funds than in 
other localities where violent fluctua- 
tions in the deposit structure are not 
prevalent. 

There is no mystery connected with 


this phase of banking and perhaps it is 
the responsibility of the banker to talk 
frankly with the business leaders in re- 
spect of the policies used in administer- 
ing the affairs of the bank.—From a 
recent address. 


PERSONNEL COMPENSATION 


By L. H. Lopes 
President, The Pajaro Valley National Bank, Watsonville, Cal. 


OUNTRY banks as a whole want to 
pay good salaries. They realize 
that without a satisfactory person- 

nel their business could not survive. 
They appreciate the fact that living 
costs are high, and that bank employes 
must necessarily spend more in the 
maintenance of themselves and families 
than those engaged in other lines of 
endeavor. 


They want to pay large enough 
salaries to enable the employe to keep 
out of debt and accumulate something 
for the future. A young man or woman, 
whose personal affairs are causing them 
worry, cannot give to the bank, for 
whom they work, the full measure of 
their efficiency. 


With all of these things in mind, bank 
management knows that there are defi- 
nite limits in the payment of salaries 
beyond which they should not go. 

If the very employment of its help 
is to continue, a bank’s operations must 
be profitable; and if a profit is to be 
made, total salaries paid must be kept 
within certain ratios as to gross income, 
total deposits, etc. 

There is little uniformity in salaries 
paid by country banks to their junior 
officers and employes. It is generally 
conceded that there should be a ceiling 
in salaries paid for certain specific po- 
sitions, such as bhookkeepers, paying 
and receiving tellers, stenographers, 
etc., but this ceiling has a wide varia- 
tion as between different banks. 


Of course this whole salary situation 
is tied in with the bank’s general op- 
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eration and I fear that too often in- 
efficiencies in other items of operation 
are reflected in a lower standard of 
wages being paid than rightfully should 
be paid. 

About six years ago I was instru- 
mental in forming what is known as 
“The Bankers’ Discussion Group,” con- 
sisting of twelve country banks, all of 
which are located in agricultural areas, 
whose operating conditions are similar, 
and which are of approximately the 
same size. The purpose of this group 
is to make a close study of all bank 
operations, accumulate and maintain 
uniform schedules __refiecting _ these 
studies, and to meet every few months 
for discussion of these schedules and 
an exchange of ideas. 


One of the early studies of this group 
was of salaries paid for all positions 
in the bank from the assistant cashiers 
down. Each member was required to 
present a list of salaries paid by posi- 
tion, all in confidence, of course, after 
which a summary was made showing 
for each position listed the highest 
salary paid, the lowest salary paid, the 
average salary paid for the group, and 
the number of banks reporting. This 
gave us, in effect, a measuring stick by 
which our own salaries could be 
gauged, and has been found extremely 
valuable. This study to my knowledge 
is the first one of its kind ever made in 
California, and being revised on Janu- 
ary 1 of each year, enables group mem- 
bers to handle the salary situation 
intelligently. 
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REAL ESTATE TRENDS IN WAR TIME 


By Puivip W. KNISKERN 
President, First Mortgage Corporation, Philadlephia 


HILE we cannot gauge the effects 

of the war on real estate from 

business indices, we can use as a 
guide the experience of 1914-18, taking 
into consideration today’s changed 
conditions, and arrive at a fairly sound 
premise of the trends that should be 
anticipated. 

There is no question that rents should 
rise. While our present neutrality law 
may somewhat retard a war boom and 
thereby somewhat retard higher rents, 
costs, interest rates and values, the in- 
cenuity of American business men is 
sich that I look for them to find a way 
to take advantage of the opening for 
increased business with the warring 
uations. 

Increased activity in the heavy indus- 
tries will once more mean a trend away 
from the farm and to the city. It will 
mean increased employment and a 
ereater demand for housing. We found 
a few years ago, during the brief up- 
turn, that the demand for living units 
exceeded the available supply and we 
experienced a number of rental in- 
creases. On a more pronounced scale, 
this demand should mean a more evi- 
dent shortage of rentable properties and 
a greater increase in rents. 

During recent years, we have found 
the demand for investment capital 
almost stagnant. More and more funds 
were invested in real estate and mort- 
gages as being one of the few available 
and active investment mediums. The 
old economic law of supply and de- 
mand has worked to the extent that an 
abundance of mortgage money has 
created a lowered interest rate. But 
this should not hold true for long. In- 
vestment money will be more active as 
business more and more seeks capital 
with offers of secure and profitable 
employment. It should mean higher 
interest rates and a strong competition 
for investment money. It is my opin- 
ion that war activities have created a 
hottom for interest rates and reversed 


the trend so that interest rates will 
tend to go upward in the future. 

Virtually every material going into 
home construction also goes into the 
making of war materials. We found in 
the first World War that building mate- 
rial costs increased rapidly and tre- 
mendously. This though we had an 
inventory surplus in 1914. Today, this 
inventory surplus does not exist. Copper 
already has increased in price. We 
found, too, that these rising costs made 
home building so costly that it was not 
until the closing days of the war when 
increased business activity and demand 
for housing accommodations overcame 
the cost factor. 

If the present war is a long one this 
situation should become even more 
acute. 

We enter war conditions lacking an 


abundance of housing, possessing in- 


stead an almost acute potential short- 
age. More, we are today almost in 
the position that we were at the end of 
the last war; facing the necessity of in- 
creased new home construction, our 
past surplus of housing exhausted. 


10) 
CREDIT COOPERATION 


THE codperation of the entire personnel 
of the bank in giving to the credit 
department any and all information 
that may come to their attention, re- 
gardless of how unimportant it may 
seem, cannot be too strongly stressed. 

The tellers in a bank, especially, have 
numerous things come to their atten- 


, tion regarding customers that will not 


be known by the officers. In some 
cases, it may seem foolish or unneces- 
sary to give this information to the 
credit department, but often times small 
bits of information passed on from 
bookkeeper to teller, or some other 
employe, may avert a loss.—D. E. 
Blackburn, vice-president, Victoria 
Bank & Trust Co., Victoria, Texas. 
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ADVERTISING and 
PUBLIC RELATIONS 


Recent developments in bank advertising and public relations work 


C.P.A. Good Will 

An excellent advertisement recently 
carried by the American National Bank, 
Indianapolis, calls the reader’s attention 
to the integral part played by Certified 
Public Accountants in American busi- 
ness progress. Under the head, “The 
Man With the Lantern,” copy reads: 


‘“‘EYE-CATCHERS”’ 
These bank ad heads caught 


our eye and made us read the ad. 
How about you? 


We Did a Rushing 
Business in June Brides 
—Commerce Union 


Nashville, Tenn. 


Bank, 


Keep Summer in Your 
Home All Winter 


—First Wisconsin National 


Bank, Milwaukee, Wis. 


Men and Business Find 
Success in Alabama 
—Birminham Trust and Sav- 
ings Company, Birmingham, 


Ala. 


‘<Shirtsleeve Days’ ' 


—The Broad Street National 
Bank, Trenton, N. J. 


*‘And When She Got There 
the Cupboard Was Bare’’ 


—Metropolitan Trust Company, 
Chicago, Il. 


“Independent audits by Certified Pub. 
lic Accountants have come to play « 
large part in American business prog 
ress. They shed valuable light on op- 
erating efficiency, credits, earning: 
trends, obsolescence, taxation and othe: 
factors vital to profitable operation. 

“Small, as well as large, organiza 
tions can benefit by the experience anc 
constructive suggestions of Certified 
Public Accountants familiar with to- 
day’s multitude of tax regulations. Theii 
audits provide the sound and impartiai 
viewpoint so desirable not only to com- 
pany executives and boards of directors 
but also to banks of account. 

“Whether organizing a new business 
or operating an established one, execu- 
tives find it helpful if a capable firm 
of accountants is allowed a free hand, 
not only to devise an accounting system 
and make audits essential to a full pic- 
ture of the enterprise, but also to check 
the adequacy of existing accounting 
methods which _ affect inventories, 
budgetary control and cost analysis. 
The American National Bank has ob- 
served that such audits are important 
aids to profitable management and to 
public and stockholder good will.” 


An Apple a Day 


An attractive folder, carrying an il- 
justration of a bright red apple, with 
the caption “An Apple a Day” is being 
issued by the State-Planters Bank and 
Trust Company, Richmond, Va., to 
stimulate savings activity. Copy reads: 
“An apple a day keeps the doctor away 
—the wording of the old apple-a-day 
adage is so familiar we often overlook 
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its meaning. We forget that it implies 
an apple every day—not one yesterday, 
none today and two tomorrow. This 
‘everyday’ principle is also necessary 
in the accumulation of desired funds. 
It is amazing how rapidly small 
amounts deposited regularly in a sav- 
ings account grow into substantial sums. 
This isn’t done by spasmodic savings 
-$1 last payday, nothing this pay- 
day and $15 next payday.” The folder 


continues with examples of how weekly 
deposits soon accumulate to sizable 
-ums, and ends with the suggestion: “It’s 
easier and quicker to save regularly.” 


Syndicated Series 


Albert Frank-Guenther Law, Inc.. 
New York advertising agency, has re- 
cently supplemented its special adver- 
lising services to banks with the intro- 
duction of two syndicated series of 
advertisements; one, on the subject of 
ihrift, consists of 26 advertisements; 
the other, devoted to mortgage loans, 
comprises 12 advertisements. The cam- 
paigns to which banks in New York 
State, Massachusetts, Rhode Island and 
Connecticut have already subscribed, 
are primarily designed for banks with 
limited advertising budgets. 


Living Trust Benefits 


“How Will a Living Trust Benefit 
You and Your Family?” is the title of 
a copyrighted folder being used by the 
Harvard Trust Company, Cambridge, 
Mass. Copy explains, clearly and 
simply: “You can create a living trust 
by conveying property to the Harvard 
Trust Company as trustee while you 
live, the trust to function immediately. 
The property is given the benefit of 
Trust Company management, and our 
Trust Investment Committee keeps the 
account under its constant supervision. 
The advantage of a living trust to you 
is that it frees you from managing the 
trust property, makes it possible for 
you to observe our methods of admin- 
istration, and may effect substantial in- 
come tax economy. For your family, 
it provides income uninterrupted at 
your death if the trust continues. Nor 
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RESCUED AFTER 15 YEARS 


Are you — dad — entitled to 
Unclaimed Money? 

We have located all bat 36 owners of 
Unclaimed Accounts this year. Of these only 
6 are new names and 30 are republished 
from last year. 

This marooned money will eventually be 
turned over to the State of New York if it 
is not rescued for the rightful-owners. 

Look for,your name on the dist we pub- 
lish in tomorrow's New York Times. 


EAST RIVER SAVINGS BANK 


MAIN OFFICE: 26 CORTLANDT STREET 
291 Broadway 60Spring St. 44 Rockefeller Plaza 743 Amsterdam Ave 
Member Federal Deposit Insurance Corporation 


A real attention-getting advertise- 
ment, used by the East River Savings 
Bank, New York City, as a reminder 
to the owners of unclaimed deposits. 


is there any publicity as to the next 
beneficiary’s succession to the interest 
in the trust. The property is not ad- 
ministered as a part of the estate that 
passes under your will, thereby result- 
ing in a saving of taxes and admin- 
istration costs. If the trust continues 
at the death of the first beneficiary, the 
same advantages are repeated, with 
savings that may reach many thousands 
of dollars.” The folder continues with 
an invitation for the reader to send for 
a copy of the Harvard Trust booklet 
“Modern Methods,” which discusses the 


subject in greater detail. 


Massachusetts Public Relations 


Ray A. Ilg, vice-president of The 
National Shawmut Bank, Boston, has 
been elected chairman of the Massa- 
chusetts Bankers Association’s Public 
Relations Committee. A recognized au- 
thority on public relations, Mr. Ilg is 
author of the book, “Public Relations 
for Banks.” Commenting on the pro- 
posed plans of the committee for the 
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Striking layout and clear, to-the-point 
copy combine to make this State- 
Planters Bank and Trust Co. news- 
paper advertisement highly effective. 


coming year, he states that “newspaper 
advertising will be utilized to the full- 
est extent in bringing the Massachusetts 
Bankers Association’s messages of finan- 
cial enlightenment and _ constructive 
thought to the people of the state.” 
Other members of the committee in- 
clude: Thomas J. Campbell, executive 
vice-president, Appleton National Bank, 
Lowell; Frank L. Converse, vice-presi- 
dent, Merchants National Bank, Bos- 
ton; (C. Lane Goss, vice-president, 
Worcester County Institution for Sav- 
ings, Worcester; William S. Holds- 
worth, vice-president, Union Market 
National Bank, Watertown; George W. 
Shepherd, vice-president, Chelsea Trust 
Company, Chelsea; Gardner A. Whit- 
ney, vice-president, Brookline Trust 
Company, Brookline. 


Newspaper Publicity 


Literal newspaper publicity—a bank 
calling attention, in a paid advertise- 
ment to the service given by its local 
newspaper—is the novel theme of a re- 
cent First National Bank, Mount Ver- 
non, N. Y., ad. | Under the head, “For 
47 Years Moulding Public Opinion,” 
the copy traces the growth of the local 
Daily Argus from a hand-fed cylinder 
press 800 copy circulation to its 
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present 12,000 home circulation. A tie- 
up between the paper and the bank is 
accomplished in the two closing para- 
graphs of the ad: “For 47 years, the 
First National Bank has consistently 
used the Daily Argus to keep the people 
of Mount Vernon acquainted with its 
services and the depositors informed 
about the increasing growth and 
strength of the bank. Throughout the 
years the Daily Argus, the First Na- 
tional Bank and the City of Mount Ver- 
non have grown up by helping each 
other to grow.” 


ThriftiCheck Service 


Newspaper advertisements and fold- 
ers are being utilized by the Granite 
Trust Company, Quincy, Mass., to pub- 
licize its new “ThriftiCheck Service.” 
Under this plan the customer is not re- 
quired to maintain a minimum balance. 
a deposit of as little as $1 opens an 
account, the customer’s name is printe« 
on every check, statements are rendere«| 
and cancelled checks returned every 90 
days, entire cost is only seven and one- 
half cents per check payable when a 
book of twenty checks is issued. 


House Organ Typography 

Of interest to those engaged in plan- 
ning house organs or similar publica- 
tions is a new booklet, “The Typogra- 
phy of Publications,” by Douglas C. 
McMutrtrie, issued by the Ludlow Typo- 
graph Company, 2032 Clybourn ave- 
nue, Chicago. This booklet contains 2 
series of sixteen proofs showing pos- 
sible variations in layout and typogra- 
phy to gain a pleasing page effect. 
These proofs were used by Mr. Mc- 
Murtrie, who is director of typography 
at the Ludlow Company, to illustrate a 
recent talk to Northwestern University 
registrants in journalism courses. 


Funds for College 


“Funds for College or ‘Prep,’” is 
the caption of a timely advertisement! 
carried by the Marshall & Isley 
Banks, Milwaukee, just before the start 
of the fall school season. Copy reads: 
“If son or daughter is about to enter 
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college or ‘prep’ this fall—you’ll need 
ready cash for clothjng, fees, books, 
iransportation, incidentals. A personal 
loan—$50, $100, or more—from this 
bank will tide you over the emergency 
—-and you can repay the loan in 
monthly installments over the next 12 
to 18 months. Rates are low—-service 
confidential. Come in and talk it over. 
You do not need to be a depositor.” 


Martin to Chicago 


William Earl Martin, author of the 
article “The Value of a Public Rela- 
tions Journal,” which appeared in the 
June issue of THE BANKERS MAGAZINE, 
recently left his post as public relations 
counsel and advertising manager of the 
Industrial Federal Savings and Loan 
\ssociation, Denver, to join W. L. 
Stensgaard and Associates, Inc., Chi- 
cago. Mr. Martin, who was also presi- 
«lent of the Advertising Club of Denver, 
has received national recognition for 
his work in window display creation, 
many of his displays being featured in 
national magazines. He will be in the 
creative division of the Stensgaard or- 
ganization, which is the largest operator 
of itinerant displays featuring nation- 
ally advertised merchandise with lead- 
ing stores throughout the country. 


100 Best Posters 

A real idea-stimulator is the booklet, 
“100 Best Posters of 1938” recently is- 
sued by Outdoor Advertising Incorpo- 
rated, New York City. The 100 best 
posters reproduced in the booklet were 
selected from among the designs on dis- 
play at the ninth annual exhibition of 
outdoor advertising art held in Chicago 
last year. The Bowery Savings Bank, 
New York City, is the only bank in- 
cluded in this selection. 


Pay Envelope Advertising 


A clever advertisement, carrying a 
caricature illustration of a man in an 
auto with a flat tire, appears on the pay- 
roll envelopes issued by The Irvington 
National Bank, Irvington, N. J., under 
the caption “It Happens in the Best of 


Families.” Copy continues: “Riding 
smoothly along life’s highway, you may 
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suddenly find yourself in an unavoid- 
able rut or temporary misfortune—with 
no ‘Jack.’ -The best regulated families 
find themselves occasionally in need of 
a ‘Lift.’ If a personal loan will tow 
you over a rough stretch—call on us.” 


‘Wasted Years’’ 


A woven-wire waste paper basket 
filled with a heap of rent receipts was 
placed in the window of an Iowa real- 
tor’s office. A hand-lettered card read- 
ing: “Wasted Years” was hung on the 
basket. Of thousands of ideas can- 
vassed by the Brokers’ Division of the 
National Association of Real Estate 
Boards for best visual presentation of 
a real estate idea, that was voted the 
simplest and the most effective. “Can 
you imagine any other two words that 
could better drive home the meaning of 
real estate ownership?” comments a 
booklet, just issued by the division for 
its members, analyzing the theory back 
of good visual representation of the 
facts in selling real estate. Such a dis- 
play as this could well prove equally 
effective in a bank window, selling home 
ownership through FHA program facil- 
ities. 


FS&L Booklet 


The Quaker City Federal Savings and 
Lean Association, Philadelphia, has 
prepared an attractive booklet describ- 
ing the Federal Savings and Loan As- 
sociations set-up since their inception 
by the Home Owners’ Loan Act of 1933, 
as amended. The booklet gives, in com- 
prehensive outline, the relationship to 
and the duties of the Federal Home 
Loan Bank System; a description of the 
method of operation of the Federals; 
the insurance of accounts by the Fed- 
eral Savings and Loan Insurance Cor- 
poration; and the types of investments 
offered by the associations. 


Mary Pentland 


Appointment of Mary Pentland as 
assistant to the publisher of Parents’ 
Magazine has been announced by 
George J. Hecht, president of the Par- 
ents’ Institute and publisher. of the 
magazine. 
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F. A. A. ELECTION 


NANIMOUSLY elected president 
of the Financial Advertisers Asso- 
ciation, at the recent annual con- 

vention in Toronto, Canada, was 
Stephen H. Fifield, assistant vice-presi- 
dent of the Barnett National Bank, 
Jacksonville, Florida. Mr. Fifield, who 
was previously first vice-president of 
the association, succeeds George O. 
Everett, First Citizens Bank & Trust 
Co., Utica, New York. 

Other officers elected were: First vice- 
president, Robert J. Izant, Central Na- 
tional Bank, Cleveland; second vice- 
president, Victor Cullin, Mississippi 
Valley Trust, St. Louis; third vice- 
president, L. E. Townsend, Bank of 
America, N. T. & S. A., San Francisco; 
treasurer, Fred W. Mathison, National 
Security Bank, Chicago. Preston E. 
Reed, full-time executive vice-president 
of the association was retained in that 
position by the new board of directors. 


STEPHEN H. FIFIELD 
President of the Financial Adver- 
tisers Association, and assistant vice- 
president of the Barnett National 

Bank, Jacksonville, Florida. 


Newly elected to the board of direc- 
tors were: Marie V. Healy, Mercantile 
Trust Co., Baltimore, Md.; O. G. Alex- 
ander, Bank of the Manhattan Co., 
New York City; John Bodfish, First 
Federal Savings & Loan Association, 
Chicago; Dale Brown, National City 
Bank, Cleveland; Harold Cothrell, Fort 
Wayne National Bank, Fort Wayne, 
Ind.; George O. Everett, retiring presi- 
dent; Edward W. Nippert, Fifth Thire 
Union Trust Co., Cincinnati; and James 
Rascovar II, Albert Frank-Guenther 
Law, Inc., New York City. 

Re-elected to the board of directors 
were: Roy H. Booth, Jr., Nationa! 
Shawmut Bank, Boston; Merrill J. 
Campbell, Marine Trust Co., Buffalo, 
N. Y.; J. F. Cornelius, First Nationa! 
Bank, Spokane, Wash.; Clifford DePuy. 
Northwestern Banker, Des Moines. 
Iowa; Lewis F. Gordon, Citizens & 
Southern National Bank, Atlanta, Ga.: 


ROBERT J. IZANT 
First vice-president, Financial Adver- 
tisers Association, and vice-president 
of the Central National Bank, 
Cleveland. 


THE BANKERS MAGAZINE for October, 1939 





J. Lewell Lafferty, Fort Worth Na- London, Ont., Canada; Richard H. 
tional Bank, Fort Worth, Texas; G. L. Wells, State-Planters Bank & Trust Co.., 
Spry, The Canada Trust Company, Richmond, Va. 


VICTOR CULLIN L. E. TOWNSEND 


Second vice-president, Financial Ad- Third vice-president, Financial Ad- 
vertisers Association, and assistant vertisers Association, and assistant 


secretary of the Mississippi Valley vice-president, Bank of America, N. T. 
Trust Co., St. Louis, Mo. & S. A. San Francisco. 


FRED W. MATHISON 
Treasurer, Financial Advertisers Asso- PRESTON s. — 
ciation, and assistant vice-president of Executive vice-president, Financial 
the National’ Security Bank, Chicago. Advertisers Association, Chicago. 
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BRIEFS 


Items of interest from many sources—condensed for quick reading 


Ohio Banks Active 


That banks in Ohio are actively serv- 
ing the credit needs of their communities 
is indicated by figures announced by 
the American Bankers Association, 
showing that 452 banks in 330 towns 
and cities in Ohio have made 249,472 
new loans during the first six months 
of 1939, totaling $341,761,718. The 
average number of new loans made per 
bank was 552, and the average size of 
the loans was $1,370. 

The same 452 banks report that in 
addition to new loans they made 296,- 
73L renewals of existing loans during 
the half-year period, these renewals 
amounting to the continuation of credit 
extensions totaling $381,828,720. The 
average number of loans renewed per 
bank was 656, and the renewals were 
for an average loan of $1,287. These 
banks also report that they made 9,853 
mortgage loans, totaling $28,796,528. 

The 452 reporting banks represent 64 
per cent of the 705 banks in Ohio. On 
the basis of the showing of these 452 
banks it can be estimated that more 
than 300,000 new loans were made and 
approximately 400,000 existing loans 
were renewed by Ohio banks, aggregat- 
ing credit extensions in the neighbor- 
hood of one billion dollars during the 
six months’ period. 


Sig. Card Witnesses 


A recent South Dakota Bankers Asso- 
ciation information bulletin recom- 
mends: “In view of a current decision 
of the Supreme Court of New York, 
Commisso v. National City Bank of 
New York, a warning is in order to 
banks who accept signatures on signa- 
ture cards without witness. Signatures 
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should be made before an officer of the 
bank, a witness, or an acknowledgment 
of the person’s signature should be 
made by the proper officer. If this is 
not done, the bank may find itself liable 
in cases where it has to rely upon the 
signature on the signature card en- 
tirely.” 


FHLB System Growth 


Approximately 100,000,000 people, 
including virtually the entire non-farin 
population of the nation, have access io 
the facilities of home-financing, long- 
term thrift institutions which are mem- 
bers of the Federal Home Loan Bank 
System, it is stated by officials of the 
Federal Home Loan Bank Board. 

Also incorporated in the figures is a 
small percentage of the people classified 
as rural who have savings accounts with 
these savings and loan associations. 
Very few loans, however, are made hy 


_ associations to finance the construction 


or ownership of rural homes. 

In the report on geographical dis- 
tribution of member associations were 
the following high spots: 

1. Practically every community in 
the nation is now actively served by 
one or more of these institutions. 

2. These institutions are located in 
2,000 cities, the population of which is 
approximately 60,000,000 exclusive of 
suburban population, and serve sur- 
rounding areas, communities, and 
population as well. 

Six years ago 1,554 counties were 
without local thrift, home-financing fa- 
cilities, according to the report. Sup- 
plying about 1,300 of these counties 
with modernized home-mortgage insti- 
tutions has been accomplished by crea- 
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tion of Federal savings and loan asso- 
cialions, the chartering of which 
Congress authorized in the summer of 
1933. 

More Bank System members are lo- 
cated in cities of less than 10,000 than 
in any other size group of municipal- 
ities. There are 1,434 association mem- 
bers in this group which serve an esti- 
mated population of 11,000,000. 


Bank Neutrality 


The South Side Bank and Trust Com- 
pany, Scranton, Pa., has issued the fol- 
lowing “neutrality proclamation” to 
employes of the bank—a plan which 
might well be followed by others 
throughout the country at this time: 

“To All of Our Employes—Unfor- 
tunately a war has begun over in the 
European countries. The United States 
is neutral. This bank is neutral; and 
we believe it to be to the best interest 
of all that the subject of war be not 
discussed with any of our customers. 
We are serving people who have rela- 
tives who are engaged on each side of 
the conflict and as soon as a discussion 
is opened it leads to an argument which 
cannot benefit us in any way but may 
do injury. 

“Please refrain from any discussion 
of the war with any of our customers. 
Just tell them that we are sorry it hap- 
pened but that we are not discussing the 
war. 

“All controversial subjects of discus- 
sion should be avoided during banking 
hours—war, religion, nationality, race, 
and politics.” 


Detroit Charity Plan 


Charles T. Fisher, Jr., president of 
the National Bank of Detroit, was re- 
cently guest columnist for the Detroit 


Times, writing the regular “Banks, 
Brokers, Business” column usually 
handled by Ward Schultz. Mr. Fisher, 
in his column, made the following sug- 
gestion: 

“Next time you are lunching with a 
group where all wish to pay the bill 
(we are not considering ‘fumbling’ 
gentlemen, just gentlemen), try this: 


THE BANKERS MAGAZINE for October, 1939 


Pool your money, take enough to pay 
the bill, plus the usual tip, and send 
the rest to your favorite charity, or if 
you can’t agree on that, split it any 
way you wish. The idea started in 
banking circles in Detroit and has been 
spreading. 

“The man who thought it up figured 
this way: If two men want to pay the 
bill, obviously they can not only afford 
to pay but are willing to part with the 
cash. That means there is a ‘float’ 
which somebody could use, and since 
the man or men were anxious to part 
with the money, why not part with it 
in some good cause? I understand it 
has worked well in a variety of ways, 
greens fees and caddy included. A lot 
of boys have gone to camp as a result. 

“There is no copyright on the plan, 
and it should become a national idea. 
Try it and have your friends try it.” 


Personal Loan Rates Reduced 


Manufacturers Trust Company, New 
York City, has announced a reduction 
in its discount rate for most classes of 
personal loans to 3 1/3 per cent per 
annum. The only additional charge is 
one-half of 1 per cent per annum for 
insuring the life of the borrower dur- 
ing the term of the loan. Personal loan 
service was inaugurated by the Manu- 
facturers Trust Company a little over 
four years ago, and during this period 
the department has made over 100,000 
loans at an average of about $300. 


Home Loan Risks 


“On the basis of the record of Ameri- 
can. business, the borrower for 12 years 
might pay off his mortgage between 
major depressions and would not be 
likely to experience more than one such 
period of strain; the borrower for 20 
or 25 years is virtually certain to pass 
through one and probably two such 
periods of dire difficulty,” writes Pro- 
fessor Harry A. Guthman, Northwest- 
ern University, in Savings and Loans, 
monthly publication of the American 
Savings and Loan Institute. 

“A longer repayment period also in- 
creases the risk of suffering loss of in- 
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come from accident, prolonged ill 
health, or loss of employment through 
advancing age or changing industrial 
conditions.” 

He says that one of the improvements 
in home finance that has grown out of 
the unhappy depression experience of 
the early 1930’s has been the wide- 
spread adoption of systematic mortgage 
repayment such as only codperative 
banks and savings and loan associations 
had used prior to that time. Now, 
however, he points out, in the new en- 
thusiasm for applying a system for in- 
stallment retirement of the loan, almost 
any plan seems to be regarded as a 
cure-all for financial trouble, and that 
is one of the errors. 


Face-Lifting Publicity 


Far from the usual formal few lines 
about a bank’s remodeling program 
was the recent item in The Sunday 
Oregonian, a Portland, Ore., newspaper. 
In a human, thoroughly interesting 
manner, the editor of the paper and the 
executive officer of the bank brought 
the news to readers’ attention under the 
caption “Face-Lifting Given Bank: First 
at Halfway Quits Old Dress.” The 


item continued: 


“The First National Bank of Half- 
way, Ore., believes in doing things in 
more ways than one and with its ener- 
getic cashier, Walter W. Evans, in the 
saddle, things have to happen every 
now and then. 

“Evans and his board of directors 
got the idea in their collective head 
that the bank needed a face-lifting and 
so it had one. There also was grass 
peeping up from cracks in the concrete 
sidewalk and for fear that it might grow 
and eventually become hayseed, the 
same Evans and his directors have de- 
creed this danger must be erased. They 
are fearful some people might put a 
different meaning to the hayseed. 

“But let the sage of Baker county and 
the Pooh-Bah of Halfway tell the story 
in his own way. He writes: 

“**At the annual meeting of our stock- 
holders two of our most respected 
neighbors, old man Surplus, and his 
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son, Undivided Profits, called attention 
to our front entrance and complained 
that it did not properly display to their 
friends the dignity and importance of 
their station. They also made mention 
of Miss Loss’ improved demeanor, and 
vouched for her conduct in the future. 

“By reason of the directors owning 
92 per cent of the bank’s common 
stock (no preferred outstanding) they 
figured that they owned the bank, but 
since Old Man Surplus and his son, 
Undivided Profits, and quite a number 
of their friends and neighbors in this 
community have been talking about 
their bank, the directors concluded that 
their ownership might be questioned 
and so they have undertaken to justify 
their control by dolling up a little. 

“Accordingly our vanity points with 
pride to a pressed brick and tile en- 
trance to the bank, replacing the old 
weather-worn concrete that has been 
there since the beginning. We have 
also installed a large and up-to-date 
lobby desk and settee, and rugs on the 
floor for tired feet. Somehow the bor- 
rowers’ chair is the first one to wear 
out, so we are giving our borrowers the 
comforts of home with an easy chai 
with cushions for comfort. 

“ “Grass is growing in the cracks in 
the old concrete sidewalk around the 
bank which does not conform to our 
idea of number one on Wall street, so 
this venerable fixture will be replaced 
with a new one to do away with this 


grass.’ ” 


State Bank Management Good 


Efficient and economical management 
of state-chartered banks in spite of de- 
creased income on their loans and in- 
vestments last year is revealed in the 
annual study of conditions and opera- 
tion of state banks prepared by the 
State Bank Division of the American 
Bankers Association, and recently pub- 
lished by the association’s Research 
Council. 

Although the smaller income of the 
state-chartered banks was in line with 
the decline in general business activity, 
their net income was relatively stable in 
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relation to their gross income, the re- 
port shows. 

The percentage of net earnings to 
gross earnings by these banks was 27.6 
per cent, a decline of only 1.8 per cent 
during the year. Earnings and ex- 
penses of 8,585 state-chartered commer- 
cial banks in forty-five states were 
analyzed. 

Information obtained from _ state 
banking departments shows that gross 
earnings of state banks in 1938 
amounted to $719,052,000, while cur- 
rent operating expenses amounted to 
$520,390,000. This resulted in net cur- 
rent operating earnings of $198,662,- 
000 before recoveries were entered and 
losses written off. 

Gross losses on loans and securities 
during the year amounted to $131,- 
148,000. At the same time, however, 
the banks recovered $75,617,000 on 
previous loan and security losses, leav- 
ing a net loan and investment loss of 
$55,531,000 from transactions written 
off as losses. This, deducted from cur- 
rent operating net earnings, produced 
$88,886,000 of net earnings available 
for dividends and surplus, compared 
with $152,469,000 of net profits at the 
end of 1937. 


Dividends paid in 1938 amounted to 
$50,105,000 compared with $106,978,- 
000 during the previous year. Net 
profits for surplus accounts, after divi- 
dends were paid, amounted to $38,- 
781.000 compared with $45,491,000 in 
1937. 

The survey shows that smaller net 
profits before dividends in 1938 is at- 
tributed chiefly to diminished recov- 
eries on loans and investments and 
smaller profits on securities during the 
year, which is consistent with the sub- 
normal level of business during 1938 
as well as with generally lower bond 
prices. 

In only one of the forty-five report- 
ing states, Vermont, was a net loss for 
the year shown. The operating deficit 
there amounted to only $147,000. In 
twenty of the reporting states, net profits 
before dividends were higher last year 
than in 1937. Among the states hav- 
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ing greater profits in 1938 than in 1937 
were ten in the South—Arkansas, 
Georgia, Kentucky, Maryland, Missis- 
sippi, North Carolina, South Carolina, 
Oklahoma, Tennessee, and West Vir- 
ginia. 

The remaining states with higher net 
profits last year were lowa, Kansas, 
South Dakota, Wisconsin, Colorado, 
Montana, Utah, Wyoming, New Hamp- 
shire, and Oregon. 

“Measured in terms of dollars per 
each $100 of deposits,” the associa- 
tion’s survey says, “net profits before 
dividends in 1938 ranged between $1.70 
and $0.36 per $100, with seventeen 
states showing net profits of $1.00 or 
over for $100 of deposits. The aver- 
age net profit among the reporting 
states in 1938 amounted to $0.91 per 
$100 of deposits, compared with an 
average net profit of $0.97 among re- 
porting states showing profits in 1937.” 


War and Real Estate 


What will be the immediate effect of 
war in Europe on real estate activity? 
Consensus of opinion of leading real- 
tors who went through the experience 
in 1914-1917, summarized by Herbert 
U. Nelson, Chicago, executive vice- 
president of the National Association of 
Real Estate Boards, is for continuation 
of the improvement in the market ex- 
perienced during recent months. 

Primary answer to the question will 
come from the effect on general busi- 
ness and on incomes. Here are some 
considerations they suggest: (1) The 
American banking system is today in a 
strong position with a big gold reserve, 
with deposit insurance and with a large 
surplus of savings for investment. The 
European war was not unexpected and 
has to some extent been discounted. 
Business should go on as usual. (2) At 
present only about 5 per cent of Ameri- 
can business rests on foreign trade. 

“During the opening years of the last 
war, real estate activity did not suffer, 
but on the contrary showed consistent 
improvements,” the old-timers point 
out. “Construction and real estate ac- 
tivity in general gradually increased 
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for the three years 1914-1917, or until 
we ourselves entered the war.” 

“One effect of any serious war is 
always a trend towards inflation,” the 
consultants point out. “When great 
nations are at war, inflation becomes 
practically world wide. We may expect 
to see rising prices in many fields, in- 
cluding real estate. The arguments for 
investment in real estate as a hedge 
against inflation assume a new emphasis 
since the outbreak of war in Europe.” 


For Bankers in 8113 A. D. 


_Bankers of some 6,000 years hence 
will have the opportunity to peruse the 
pages of the Encyclopedia of Banking 
and Finance, edited by Glenn G. Munn 
and published by The Bankers Publish- 
ing Company. This book was recently 
selected for preservation until the year 
8113 A. D. in the Crypt of Civilization 
at Oglethorpe University, Georgia. To 
insure permanence of this book, as with 
all other records in the Crypt, each of 
the 866 pages will be photographed 
separately on a special micro-film, and 
an additional record made on metal. 
The latter record is the same size as 
the film and, by means of a recent de- 
velopment, carries an image in platinum 
on either a copper or nickel base. Rec- 
ords to be stored in the vault will com- 
prise an epitome of present day 
civilization, and will include books, 
newspapers, motion pictures, models of 
various articles; descriptions of sports, 
recreations, buildings, engines, furni- 
ture, etc. The two crypts to contain 
these records and articles are located 
on the campus of Oglethorpe Univer- 
sity, and many precautions have been 
taken to render them as impervious as 
possible to age. Stainless steel doors, 
chromium-lined walls and ceilings, and 
metal shelves will be utilized. Recep- 
tacles to hold the deposits will be of 
seamless metal and will house first a 
transite or asbestos lining, then one of 
glass, containing the actual material de- 
posited. This will be filled with an 
inert gas and sealed off before being 
placed in the stainless steel receptacle. 
The steel receptacle will, in turn, be 
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enclosed in a ribbed casting of monel 
metal or Everdur, which will resist a 
crushing strength of thousands of 
pounds. 


**Profits in Planning’’ 


This is the title of a recent folder 
issued by the Bridgeport-City Trust 
Company, Bridgeport, Conn. Devoting 
most of the folder text, and two illus- 
trations, to the subject of Fairfield 
County, the “first and only planned 
county in New England,” a deft tie-up 
is made by offering new home-owners 
in this county mortgage money to buy, 
build or refinance. The ad reads, in 
part: “‘Tailor-made’ loans, we call 
them, following either the plan of the 
regular bank mortgage or the long-term 
FHA mortgage. Actually, they’re 


‘planned loans,’ profitable and advan- 
tageous to the individual borrower be- 
cause they are the result of taking the 
same careful thought for the future as 
the county itself is taking.” 


© 


Convention Dates 


GENERAL 


October 9-11—Morris Plan Bankers Asso- 
ciation, Westchester Country Club, Rye, 
Be 

October 9-13—Investment Bankers Asso- 
ciation of America, Del Monte, Calif. 


STATE AND SECTIONAL 


October 13-14—New Hampshire Bankers 
Association, and New Hampshire Savings 
Banks Association, joint meeting, Moun- 
tain View House, Whitefield, N. H. 

‘October 13-14—Michigan Bankers Bond 
Portfolio Conference, Upper Peninsula 
Area, Marquette, Mich. 

October 17-19—Kentucky Bankers Asso- 
ciation, Brown Hotel, Louisville, Ky. 

Oct. 18-20—New York State Association of 
Savings Banks, The Homestead, Hot 
Springs, Va. 

October 23-24—Nebraska Bankers Associa- 
tion, Fontanelle Hotel, Omaha, Nebraska. 

October 23-27—Minnesota Bankers Confer- 
ence, University of Minnesota, Minneapo- 
lis, Minn. 

October 26-27—Tenth ABA Mid-Continent 
Trust Conference, Stevens Hotel, Chicago. 

December 7-8—American Bankers Associa- 
tion Regional Conference, Richmond, 
Virginia. 
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